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1999 

1998 
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Net income 
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PER COMMON SHARE 
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Net income 

3.88 
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NONCOMPARABLE ITEMS 

tc< i • idirtg • .:>• • 5aiabl* te 

1.540 
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1,300 

Per cornmr>r share 

4.45 

3.89 

332 

total assets 

36,899 

86,954 
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Debt 
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1 t ? 
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6,066 
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Dear Shareholders: 


Six years ago, i came to Sears to help revitalize one of America's 
great institutions, At the time, a reinvigorated Sears was winning 
back customers and emerging once again as a healthy, financially 
sound enterprise Since then, we've had some clear successes and 
weathered a few storms. In the process, we've learned many valu¬ 
able lessons. Through challenging assignments in our credit and 
services businesses and as chief financial officer, I also learned and 
witnessed firsthand this company's resiliency and its tremendous 
potential for growth. Now, it's time for Sears to achieve this poten¬ 
tial, leverage it to become even more relevant to our customers 
and. in the process, reward out shareholders 

A SOLID FOUNDATION 

I'm honored to succeed Arthur Martinez as chairman and chief 
executive officer of this premier retail, credit, and service orgamza- 
t.< in Art hi ■ took u| 1 the dial leu of rebuil ing the Sears 1 ind i •• 

and helped restore a solid, platform for growth We thank him 
for his many contributions and inspirational leadership. Today's 
* i > boasts some of the strongest brands in any industry; 
valuable real estate assets, a wealth of products, formats and 
services that resonate with our customers; a hard-earned 
reputation for trust; and a dedicated and eager management a.nd 
associate team. 

I'm also well aware that while we have great strengths, Sears still has 
much work ahead to properly position ourselves for future success. 
The traditional retail industry is consolidating. New formats and 
sales channels are emerging New all tnei—re formir |. Custom! 
needs and expectations are increasing. No retail company - and 
certainly n t Sears - can afford to stand still 

ROOM FOR IMPROVEMENT 

Competitive and operational factors both contributed to our com¬ 
pany's inconsistent 2000 results, We reported full-year net income 


of $1 34 billion, or S3 88 per share, compared with $1.45 billion, 
or $3 81 per share in 1999. Excluding the effect of noneomparable 
m ms, EPS rose 14 percent, to $4 45 from $3.89 per share in 1999. 

Despite the slowing economy and even weaker fourth quarter 
sales, 2000 revenue grew by 3.7 percent, from $39 5 billion in 1999 
to $40.9 billion However, operating income excluding noncompa- 
iable items was essentially Hat. 

Given the difficult economic environment of 2(100, I'm encouraged 
by the positive results a number of our businesses achieved !n retail, 
home appliances continued to drive outstanding sales volume and 
market share gams, while lawn and garden and the Sears Tire Group 
also delivered strong results In Credit, new accounts, produc 1 ii 
vation, productivity gains and substantially improved credit quality, 
generated double-digit profit growth and superior return on assets, 
in our product repair business, our strategy of focusing on the cus¬ 
tomer, streamlining processes and improving quality, drove strong 
growth. And in our online business, revenues quadrupled in the 
fourth quarter when many online retailers faltered arid our in store 
gales benefited as customers saw the merits of our "bricks and 
clicks" strategy. In addition, our exciting new format. The Gieat 
Indoors, established itself as an important growth vehicle. 

Despite these successes v s were disappointed in the bottom-line 
performance of our retail, services and Canadian businesses. 
In retail, our margins were pressured by the intense competitive 
environment. Our services decline was concentrated in one of our 
home improvement service businesses, which we are addressing. 
Sears Canada experienced a softening economic environment much 
Ike the U S and difficulties relaunching the Eaton's format. 

Overall, we were pleased with, our solid earnings per share gro rtl . 
It was aided by an act • hare repurchase program. We believe 





out 3m| my 15 • « in ' i >urchasin ;ha s th e 

■v“ a wry at ; 'opri. ise of our stm 1 •• ' I • 

A NEW DESTINATION 

r"-J'■ i'p( .1 I’j 1 ■ 'll. V ; i -'It'- lil' ' • I "f- 

turritj tobu • art i ■ "it works and fix. what doesn't That's why this 
) r:. 1 ni i . "in is more 3l > mt oc j forw I tl m look g 

back We know what out destination is Were striving to I coi e 
destination of choice at every stage of our customers i <e 

In the past, Si i itesucci ssfultyas a collection of strong 

ne • 1 I ■ ■ trit Sut 01 c>1 j 1 1 tiv 1 - "i -v , .it c.l 1 g- 

; ist change with it We must evi getht ». • hsol 

tins franchise and market Si ...< tome elevant and m 

Hi ^1. ' ■ 01 > • f ■- ■' 

We 1 us! . le 1 up the 1.00 j • ■ i ; ,o j, y invnn 1 ,od> 1 h : 
created with our customers So ©con ' • Sears their! dw 
expe " Otf • real by our competitively priced, high-quality 
children's clothes Still, others value the Kertmore sppli 1 rand 
O' i-’ly on • .1 "ivr uii •!. W- •• I ’•! 1. tl-., i, -i V 

I . • 1' 1 *• Our IT -HI : ' l l Hu ^ .It!::, ./■!-. . 

I credit is truly ?i rating nd it qiv 1 ,.... xtuni 
ties to connect with our customers on many levels a I at every 
S'- II I IIV .in f,| 1 j i ; . _.y bf , • . •*!., 

■ i(y ‘ ■■ as. h . ■°vii • • . r nil <r ti- 'll. 1 wuii’t .• : .r ■' m 

A FOCUS ON PERFORMANCE 

A- V move ter wad, <- jr fust pri --itty 1 to 1 . :• •• . •• • . ('■!•• 

ness Sears Full-line Stores w it • e.•. ■, ■ 

i- . .. f 1 (.-I }(!• • ('. - itly, n's r, :;t 11 etmg’hi!- ol • 

As a result, we are re-evaluating the customer relevance and effec¬ 
tiveness of our operations, marketing and merchandise assortment 
We will continue to invest in merchandise that resonates with our 


c< imers, including both established brands like Craft d 

. - uide in rands like Apostrophe and fieldmaster. 
We'd also eliminate merchandise tivities that don't . . .. ^ 

■ . Our i ustomers will see more focused assortments and deeper 
in.- ntories of the products they want, supported by better market 
• 'i ii’.. I -ni re etticient operations 

• 1 .. •-! • el ■ 1 . "•'• it tack areas of customer dissatisfaction 

We'll continue to tmprove in sto e ..'.i 1 1- e - r 1 

layouts will make our stores more shoppable and support multi 
department shopping Sears associates will help tie merchandise 
purchases with value-enhancing credit and servio ff< 1 g And 
direc HTier initial • . su ) . irs.< > and new 

ship marketing programs will make our business more access!! . .. 
our customers at their convenience 

NEW PRIORITIES 

- 1 • • ■ • ■ 1 f 1 1.-'. 1 1 touch vi "r ii. r< v, jr >stad<.;>ti 

way: i king 3nd establish higher performance benchmarks. Fbr 
2001 we will focus on the following four corporate-wide priorit 

■ Drive profitable growth. We will manage our resources prudently 

a id ••— .. 1. that iv ■ he .1 t eti ■. 

Our first priority is to grow our Full line Stores, l .'UM 1 ' 11 

e Great Indoors the new Sears Gold MasterCard 
and our direct-to-customer business, offer exciting growth oppor 
(unities as well 

■ Become truly customer centric. • iuicfi d by oui know <. 1 if« 

cust 1 : jur produi " fs 1 s and sen si rcture to 

'he preferences and shopping habits of our customers We will 
also adept a company-wide Six Sigma quality program to systemat¬ 
ically ensure we are listening to our customers and man • . g . 
business accordingly. 


Become a diverse, high-performance team. W- will ; .et Kir ' er p ■ 
fornriattce expectations throughout the organization and expect -all of 
our associates to work together more effectively, We will also ensure 
that our associates reflect our increasingly diverse customer base 

Improve productivity and returns. We will aggressively pursue 
improvements in productivity and returns by setting and meeting 
clear performance benchmarks When appropriate, we will also use 
exce: s rash Dow to repurchase shams • if our stock 

The pages that follow explain these ideas and demonstrate 
how they will propel Sears toward its destination — and make 
Sears a destination of choice foi shoppers of all ages and 
ethnic backgrounds 

As we move forward, we will miss the counsel and wisdom of three 
members of our Board of Directors Pete CorreFt. Dick Notebaerr. 
and Pat Ryan are all accomplished business leaders who brought 
diverse backgrounds and valued perspectives to our organization 

THE ROAD AHEAD 

There's a sense of excitement at Sears as we begin our new ioumey. 
As I visit with Sears associates, I find a group of dedicated people 
who are eager to embrace change, i thank them for their commit¬ 
ment and enthusiasm for the future success of their company. 
Importantly, they are also very committed to doing what is right for 
our customers. Going forward, we will ask. Sears associates to play 
an even greater role ift our collective success. Each of us can and 
will do more to harp Sears operate more efficiently and productively. 
And each of us can help customers and communities see and 
appreciate the value Sears can bring to their daily lives. 

We expect the stowing economy to present some difficult chal¬ 
lenges for Sears arid our industry, especially in the first halt of 2001. 


8ut fiscal 2000 demonstrated that our multi-faceted organization 
can generate solid results from many areas of our business, even 
during tough times. As we transition toward our new destination, we 
wiii see abundant opportunities to grow With todays economic 
uncertainties and competitive realities, profitable growth will go to 
retailers with strong franchises and efficient business models. For 
these very reasons, we will focus on strengthening our existing busi¬ 
nesses while leveraging our strengths to create new ways for Sears 
to better serve our valued customers 





Alan J. Lacy 

Chairman and Chief Executive Officer 
February 22, 2001 
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Sears is a company on the move. Our destina¬ 
tion is clear. We're pursuing ways to generate 
profitable growth. We're striving to become 
more relevant to our customers. We're learning 
to celebrate our diversity, work together and 
perform with urgency. And we're establishing 
new benchmarks for productivity and continu¬ 
ous improvement. By turning individual success 
stories into models we can replicate across the 
organization, we can become the destination of 
choice for customers, employees and investors. 




Destination: Profitable Growth 


Fine Jewelry 
Kenmore Elite 
Sears Gold MasterCard 



Sears has many ways to generate growth, but we are narrowing our focus to areas that are most profitable, Our Full-line Stores 
continue to offer room for increasing profitability and we will focus our attention on doing fewer things bettei for our customers. 
This means reallocating space in our Full-line Stores to emphasize businesses that are driving profitable growth, such as appliances 
and fine jewelry. ■ We'll channel investments toward winning formats like The Great Indoors, which combines exciting new 



home-related products and services with a creative in-store design staff ■ We'll drive top- and bottom-line growth with the 
new Sears Gold MasterCard, ■ We'll capture greater value from our customer relationships, emphasizing our unique blend of 
innovative products, convenient credit, reliable delivery, installation and in-horne services. 
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Destination: Relevance 


Sears Tire Group 

TKS Basics/KidVantage 

sears.com 



To become the destination of choice for today's shopper, Sears must fully understand what our customers want - and how they 
■define value. "The power of customer input is at the core of our Tool Territory design, where trained "master tool" professionals 
offer practical lessons and take-home instructions. ■ We've redefined the Sears Tire Group around customer needs causing a 
resurgence in that business ■ We're building lifetime customer relationships by focusing on every stage of our customers' lives 





through such popular programs as KidVantage and Craftsman Club, and bu/ldmg loyalty through recognizing our best customers 
with our Premier Card program. ■ Were giving customers greater flexibility to shop at home by developing specialty catalogs such 
as the Wish Book and Baby Me. And for oniine shoppers, we'll continue to upgrade sears.com to provide convenient access to the 
merchandise and information they value. 






















Destination: Performance 


Customer Care Network 
Volunteerism 
Service Training 



To enhance our competitive position, we're building a high-performance culture that fully leverages individual strengths for the 
benefit ot our customers and shareholders. 1 his requires more than just breaking down silos and uniting people around shared goals, 
it also means' promoting teamwork and improving speed and execution. ■ Members of the Sears Diversity Council work together to 
translate diverse perspectives into innovative ideas. The Council and other associate networks also help Sears better understand the 






)R 



diverse needs of customers and associates. ■ Sears associates, retirees and vendors are learning the value of community outreach 


by contributing more than 350,.000 hours per year to key local volunteer efforts. ■ To raise the bar on performance, service techni¬ 


cians spend hours honing their skill's so they can fix appliances of every make and model. ■ We're now managing Sears call centers 


as a unified Customer Care Network to provide customers with a single point of contact for fulfillment and world-class service. 









Destination: Productivity 


Home Services 
Vendor Relations 
Direct Sourcing 



Productive organizations are never satisfied; they're always refining their processes and improving their cost structures. Sears is 
cultivating this mindset by adopting new productivity tools and managing assets more aggressively. ■ To improve margins and make 
our repair services more efficient, we adopted new Six Sigma processes and metrics in our Product Repair Services business. 
In 2001, we’ll expand those learnings to target similar opportunities within other businesses. ■ We closed Sears stores that fell short 




of performance targets to give our most productive stores and formats added room to grow. ■ New working relationships with our 
vendors will reduce costs and improve quality metrics on merchandise. ■ We're continuing to improve our private apparel business 
through direct sourcing, resulting in lower costs and greater quality. 
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Management's Discussion and Analysis 


_ ■ .. R • id Cn. m j if-, • jnsoUlutini -uhstCiidftwS Iff 

O t: fti-lme ( .■ irray of m 

id the United Stat Puerto a IQ la. As of 

Decernb< 0,200C iper, ; ft }< - the Coi party w re reports - 

for gments and one ii ternationgf segment. The 

ctomt H. segrr -.'i-:- [j . C i; u v' .nr?-* ins in Un :oJ 

Sl.; t5 and Fuert.o Rn 1 ; 

The Company's segments are defined as follows 
RAf r jm isting of 

-Fuff-line Stores — 863 Full-line Stores, averaging 8 .000 selling 
fuel, i ■ i | ■■ ii mfy ' ti. • • ii;., ii e nati -n r ■ ■ 

• Si • A complete selection of fashionable, quality apparel 
and accessories For the whole family, plus cosmetics, fine jewelry 

n ' ! - - fashions, at value prices; inclur js leading i tto 
brand exclusive Sears brands such as Canyon Rivet 

Blues. Re/dmaster, Crossroads, Apostrophe, TK.S Basics and 
Ctr< C'd Beauty 

■ Hardlines A full as J it >f appliances, electronics and 
home improvement products including fitness and lawn and gar 
cl,..’ eq if clud • anal ar 1 as v- ...exi u- 

: Sea 1 irands such as Ken mo re. Craftsman, WeatherBeater 
and Die Hard 

5 ... ty Stores -More than 2,100 Specialty Stores, located primarily 
in free-standing, off-the-mall locations or high-traffic neighbo ' 1 

si 1 jd| >iii.;, c.enti ■■ 

« Hardware Stores -274 neighborhood Hardware Stores under 
the Sears Hardware and Orchard Supply Hardware names, aver- 

,000 ti 10,000 i g qi f that can Craft 

tools, £ ; .. ssof tment of n tioi 1 (s id >tl if hoi a 

.ii.(it .■ .ti ■ it .du; • 

- r Sti j i ?0 independently owned stores, primarily 

>cat in sn i cc.vui iiti_. ■ ave grng 5.000 Kin 

. tl offe — * * '. i 

merchandise, hardware and auti mob ■ 1 
ve Sears! h as 

■ Commercial Sales - Showrooms dedicated to appliance and 

. .ve em pro irnmi 

* The Great Indoors - Four for ng and 

r i ideiing, averaging 100,000 selling square f • ted io 

the four main rooms of the house: kitchen, bedroom, batl •. -i 
and greaT room 

■ Automotive Stores - 822 Sears Alito Centers and 229 NTB 

S it ry si res that offer tires, DieHard and other 

brands of batteries and related services Automotiu-- 

included the Paris Group, which sold automotive p — ... - gh 
merica and Western Auto stores until November 2, 1998, 
when the Cc mpui.y sol i the '■ hr: Group 


* Gt tl tStoi 34 "" ivera ng3 . s‘ ..." 

• <ffi i ■; i i “ i .'cs •• ■ ...... en 

■ Homelife Furniture Stores - included in ’998 and 1999 unti 
• ) 30 7 ’9, when p ny sol I Horn f© 

Service:; - cotisisti?' ] of 

Home b rvi .. - Abie id r oi<< • rvi t ■ i ic f«.«; ;vu • con¬ 
tracts product installation and rep , s primarily foi luc't 

Id n the < ompany’s retail outlets, major home jmpri vemr d 
other home '->rvi .utn , pest control < .i • n;;-. '. '■ i m i 

Du -ct Re sf tse Direct marketing of good 

nc fere tf ireci o, life and health), r.ii > vices mem 
beeships, merchandise through specialty catalogs and impuk ■ I 
continuity merchandise 

Cre..... - M. Zi tfoiio of credit card re< ivabls 

in inma - } oi . if i r< dise and sr c" ts >m the 

Company's domestic operations The domestic credit card receivables 
portfolio consists primarily of Sears C - i irge lusand ; 

Gold MasterCard account balances 

Corporate - Includes activities that are of an overall i ig . ny 
nature, primarily consisting ot 3dnimistrati.ve activities, and the Sears 
Online investment initiatives related to selling merchandise \ 
Company web sites, the costs of which are not allocated to the 
Comp, ny- businesses. 

International - International operations are conducted in Canada 

through! rs C .. .. C i 54 & owned sub 

Sid j- . , ... • c .. . - ) : ' i .i ■ j options with 

125 Full-line Stores and 176 Specialty Stores, a general merchandise 
1 ita jg, cri ; s rvic.nd a broad ng f I 1 nces 

Throughout management's analysis of consolidated operations and 
idi cert prior year ir .>. i ...i . - .... i . as: 
iied to conform tc the current year presentation and alt references to 
i..';iff-.i, , its..: | earninu per common hare 

In 2000. in response to the Securities and Exchange Commission's 
Staff A, < dummy Bulletin No 101. the Company changed its method 
of recording licensed business revenue tc include only net commis¬ 
sion income from licensees. The Company's licensees include third- 
party concessions primarily operated in domestic and Canadian 
Full-line Stores, as well as licensees of home improvement products, 
v 1 are included in the Services segment Changing the method of 
recording licensed business revenues reduced reported i • 

$1 52, $1.59 and $1 62 billion in 2000,1999 and '998, respectively, and 
',.j I vfleet on net IP- •- "Ci "jjii -i. i- pc shut- 





Management's Discussion and Analysis 


RESULTS OF OPERATIONS 

melons, except per share 

Excluding noncomparable items 
Store dosmgs/staif reductions 
Sears Termite and Pest Control impairment 
Sales, of Western Auto and Homelife 
Loss on iebt extinguishment. 

SFAS No. 125 accounting 

As reported 


Net Income 

2000 

1999 

199S 

$1,540 

$1,482 

$1,300 

(99) 

(29) 

— 

(98) 

— 

— 

— 

— 

(264) 

— 

— 

(24) 

— 

— 
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$1,343 

$1,453 

$1,048 


Earnings per Scare 

2000 

1999 

1998 

$ 4 45 

$ 3.89 

S 3,32 

(0.291 

(008) 

— 

(0.28) 

— 

— 

— 

— 

(0.67) 

— 

— 

(0.06) 

— 


0.09 

$3.88 

$3.81 

$ 2.68 


‘ imings per share for 2000 were S3 88 compared with S3.81 in 1999 
and $2.68 in 1998. Net income was $134 billion in 2000, $145 billion 
in 1999 and $1.05 billion in 1998. Results of operations for 2000, 199? 
and 1998 were affected by noncomparable items. The effects of 
noncomparable items on net income and earnings per share are 
summarized m the above rable. 

Description of Noncomparable Items 

in December 2000, the Company announced the planned closure of 
89 under-performing stores consisting of 53 NTB, 30 Hardware and 
four ruJI-Jine Stores (two include Sears Auto Centers) resulting in a 
$150 million pretax charge ($99 million after-tax). 

In December 2000. the Company also recorded an impairment 
charge of $115 million pretax ($93 million after-tax) f or Sears Termite 
and Pest. Control based on ongoing and anticipated future losses and 
management's decision to evaluate strategic options for this business 
In the third quarter oI 1999, the Company implemented certain 
cost reduction strategies resulting in a $46 million pretax charge ($29 mil¬ 
lion aftertax). Of the $46 million charge, $25 million related to the dos¬ 
ing o! 33 automotive stores and $21 million related to severance costs 
for headquarters staff reductions of approximately 450 employees 

On November 18,1998, the Company entered into an agreement 
to sell its Homelife furniture business for $100 million in cash, a $10 mil¬ 
lion note receivable and a 19% ownership interest in the new Homelife 
business The Company recorded a loss of $33 million ($21 million 
after-tax) in the fourth quarter of 1998 related to this transaction The 
sale was completed on January 30, 1999 

On November 2,1998 the Company completed an Agreement 
and Plan of Merger of Western Auto, a wholly owned subsidiary, with 
Advance Auio Parts whereby Sears exchanged its interest in Western 
Auto for $175 million rn cash and approximately 40% equity ownership 
interest m the resulting combined company Based upon the terms 
of the sale, the Company recorded a pretax loss of $319 million 
($243 million after-tax) in 1998. 


On October 2, 1998, the Company prepaid debt with a face 
value of $300 million, which was due in May 2000 The transaction 
generated an extraordinary loss of $37 million ($24 million after-tax). 
The loss resulted primarily from the write-off of the related unamor- 
tized discount. 

The implementation of Statement of Financial Accounting 
Standards ("SFAS") No 125 in 1997 resulted in incremental operating 
income of $58 million in 1998 ($36 million aiter-tax) from receivable 
securitizations. SPAS 125 income arising after 1998 is not included in 
noncompar.ibifr 'terns, 

A. aiysi sJ Soosc-uciated I sil: , ,i i nq N. n .mu ,■ ! '■ h u, 
Excluding noncomparable items, earnings per share were $4.45 in 
2000, $3.89 m 1999 and S3 32 in 1998 Net income in 2000, excluding 

.omparable items, was $1.54 billion compared with $148 billion in 

'999 and $1 30 fc Dion ir, 1998. 

Excluding noncomparable he" 2000 earnings per share 
increased 14 4% over 1999 while net income increased by 3.9 % The 
increases reflect higher operating income in the Credit segment and 
a lower effective tax rate and, with respect to earnings per share, a 
reduction of shares outstanding These improvements were partially 
offset by declines in International, Retail and Services segment results, 
as well as higher Corporate expenses primarily related to investments 
tn Sears Online. 

in 1999. earnings per share and net income excluding noncom¬ 
parable items increased by 17.2% and 14.0%, respectively, over compa¬ 
rable 1998 results The improvements resulted from better performance 
in the Retail, Credit and International segments and a reduction of 
shares outstanding, partially offset by a decline in Services results and 
higher Corporate expenses including investments in Sears Online. 





Management's Discussion and Analysis 


Of rtmg by 


r ,, . 


Excludi 

i, i ''loi t’,| 11. i 11 - )tei 


.■ : 

2000 

1999 

1998 

2000 

1999 

1998 

R--i. .i 

$ 689 

$ 841 

$ 382 

$ 839 

$ 866 

, 1 


208 

329 

375 

323 

329 

315 

t 

1.522 

1,34? 

1,144 

1.522 

1,34 7 

1,086 

Corporate 

(354) 

(322) 

1211) 

(3541 

(301) 

(211) 

Doci'Sii'. ?r 

2,065 

2,195 

1,690 

2.330 

2,241 

1,984 

T1 1,0 L>( i 

122 

218 

165 

1 22 

218 

165 

opera! 

$2,18? 

i < 3 

$1,8.55 

$2,452 

$2,459 

$2,0 9 


. snson between yea .. fol ow~ 

!i' j n : -ji . • •• r iri ne".'fy • i t 'ii« eilects 

o( ; .)• vn.» y i i ■ ■:111 1 ■ f?rns 5 • .i < • . >i o j 

;.. . as | < ted •■ ncomparable items is summa¬ 

rized if the above table 

R. 

fore venui -s, j .a . exc iding om nj abi 

it err,;- and i elated nformat t are as follows 


'Til 1 on.:" imV. 



2000 

1999 

1998 

'me ires • er.ui 

$23,444 

,7 7 

$22,238 

S[!..r. . .,. 

6 ■ '99 

5,W 


.. 

$29, / 43 

528.706 

$29,459 

Oi " I.HI'I'J "! •!.' /.■ Illtjl'i 1 




u: 1 : r ii n-rrs 

S (39 

S 860 

$ 7 >•; 

Numb 1 | 

Bc.i 

8SS 

84'.% 

:• • pel ill 

2,158 
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To!.?' stores 

3 021 

3.01 1 

3.048 

Rot r: 




1 '• ■ 111 ■ i' 1 . 1 1 - t' .it 

$ 333 

$ 1/7 

$ 8)9 

Ii ; ■ :. •-Ji- ale 




tentage 

? 3 

' 7% 

, 1 % 

■ >. 1 - • ' ’ • ; 
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20QQ L< >i sip a i _* i J wni . 1999 

in 2000. ised 3.6% to $2 

or ' ? sto i by 2 ■ ■' ing t ■ sold 

Home IH® business, total retail revenues increased 3.8% in 2000. 

, me Sto f 2.8% t $23.44 billion in 2000, 

• • -.; ; ' . -vrfi as well 55 the net 

addition of five Full-line Stores as 11 store! «e op ;dai isrxv 


• losed TV- Full iirle Store! comparable store sales increase was led 
vem ■• ce in hard lines merchandise. Hardltnes 
revenue increase?, in home appliances, home electronics and home 
improvement were partially offset by a decline in home office mer 

.—lis. . ftlim 1 creases in I at twe< I e j,, eh /. 

I tome fast - 1 1 i were <—et 1 sy dt ir 

in children's and men's apparel and floor coverings while sales of 
women's apparel were essentially flat with 1999 

Specialty Store revenues increased 6.6% to $6,30 lion in 2 (0. 
Excluding the sold Homelife business, Specialty Store revenues 
increased 7,5% m 2000 The increases reflect 1 i idle store sale 
growth as well as new store openings- Dealer Stores revenue 
in eases m 2000 resulted from the net addition of 52 Dealer Stores 
and strong comparable store sales in« reases Aut Is 

■3 cl inved tu-ny 'avenue giowtl 'r. Aul.. <“. ■ i>- ben : t. .' 

.rong eom| store — . c ■ the i t additio of six 

si-and 18 NTB and Tire America stores which were converted 

to Sears Auto Centers The Sears Auto Ce ite ■ - • . 

partially offset by declines in NTB due to store t losures and i declini 

■ '■ 1 e t lies. T1 Con _. . i 

iber 2000 md i iperated 229 NTB stores as of year end 2000 
The GreaT Indoors benefited I sti • ev nue gi wi > lu t th 
addition of two new stores as well as double digit < omp a store 

sales increases Hardware Stores ret n . c ins w_• pri 

idditi ■ n St s w 

T ised slightly 2 fourth quarter, the Company 

unced the pianr ed closure of 30 Hardware Stores 
Retail gross margin as a percentage of Retail revenues declined 
50 basis points in 2000 compared with 1999. The decrease m the gross 
ite j lartiafly reflects a lower LIFO credit In 2000, the LIFO 
credit was $29 million whereas the LIFO credit was $73 million in 1999. 
Excluding the UFO credit, the gross margin rate declined 30 basis 
points pi y ng eased markdown activity in 20Q0 






?u 


Management's Discussion and Analysis 


Retail s* iiing and administrative expense as a percentage of 
Retail revenues improved 10 basts points in 2000 from 1999 primarily 
driven by lower marketing expenses and the Company's ongoing 
focus on expense productivity. Selling and administrative expense 
leverage was unfavorably affected in 2000 by lower than expected 
December sales. 

Retail depreciation and amortization expense decreased 1 4$f 1 
3000 from 1999 The slight decrease in 2000 reflects less capital spend¬ 
ing in the Full line Stores in . '000 

Retail operating income excluding noncomparable Items 
was $839 million in 2000, $27 million lower than 1999 as lower gross 
margin rates mote than offset higher sales volumes and favorable 
expense leverage. 

1999 Compart :i with 1998 

Retail revenues decreased 2.6% in 1999 to $28.71 billion from $2946 
billion in 1998. Excluding the exited Western Auto and Homelife 
businesses, retail revenues increased 3.0% in 1999. 

Full-line Stores revenues increased 2 5% in 1999, benefiting from 
the net addition of 13 Full-line Stores as 19 stores were opened and six 
were closed. The Full-line Stores increase was led by solid revenue per¬ 
formance in hardlin.es merchandise as comparable store sales increased 
in 1999. Hardlines revenue increases in home appliances, electronics 
and home improvement were parti offset by a decline in hi 
office merchandise sales Softlmes revenue increases in home fashions, 
fine jewelry, cosmetics and fragiances and children's apparel were 
mostly offset by results in women's and men's apparel and footwear. 

Specialty Store revenues decreased to $5 91 billion in 1999 from 
$7.22 billion in 1998 due primarily to the sale of Western Auto and 
Homelife. Excluding the exited businesses, specialty retail revenues 
increased 4 8% in 1999 The strong revenue performance in Hardware 
and Dealer Stores was partially offset by a decline in Automotive 
Stores revenues. The revenue increases in Hardware and Dealer 
Stores in 1999 resulted from new store openings and strong compa- 
table store sales increases During 1999, the Company added two net 
new Hardware Stores and 85 net new Dealer Stores. The Commercial 
Sales business and The Great Indoors also produced revenue- gains 
as the Company continued to expand these businesses. The 
Automotive Stores 1999 revenues were below management's expec¬ 
tations and declined from T?98 levels Comparable store sales for 
Automotive Stores decreased and the Company closed 33 1MTB stores 
in the third quarter of 1999 

Retail gross margin as a percentage of Retail revenues improved 
slightly in 1999 compared with 1998 The UFO credit was $73 million 
in 1999 compared With $34 million in 1998. Excluding the LIFO credit, 
the 1999 gross margin rate was essentially flat compared to 1998. 

Retail selling and administrative expense as a percentage of 
Retail revenues improved 40 basis points in 1999 from 1998, The 
improvement was primarily driven by lower marketing expenses and 


improvements related to the exit of the Western Auto and Homelife 
businesses which had higher cost structures 

Retail depreciation and amortization expense decreased 1.8% in 
1999 compared with 1998. The slight decrease in 1999 reflects the 
absence of depreciation and amortization from the exited businesses 
of Homelife and Western Auto 

Retail operating income excluding noncomparable items was $866 
million in 1999, $132 million higl sr than 1998, primarily f ' ti j selling 
and administrative expense productivity and a favorable LIFO credit. 


S' rvi ;es 


Services revenues and operating 
items are as follows 

income 

excluding noncomparable 

rmilions 

2000 

1999 

1998 

Services ;eve> ues 

i 7 

$2 7 

$? 6'G 

Opeiatir.g income exdudisig 

nonci terns 

. 3 3 

$ 329 

S 3/5 


2000 Co- pared with 1999 

Services revenues, which are generated by the Horne Services and 
Direct Response businesses, were flat in 2000 compared with 199? 
Home Services revenues were down 0.2% as increases in home 
improvement services were offset by a decline in repair services 
Within home improvement services, significantly lower revenui fi 
Sears Ternnue and Pest Control were more than offset 1 y 
increases in Other businesses. The slight decline in Home Services 
revenues was mostly offset by a 0 8% increase in Direct Response 
revenues in 2000 Due t Response revenues increased from 1999 
with higher insurance revenues beinq partially offset by lower dubs 
and services revenues, while merchandise revenues were relatively flat 
with 1999. 

In 200Q, Services gross margin as a percentage of Services 
revenues was 50 basis points lower than 1999. Home Services gross 
margin rate improved by 80 basis points primarily due to higher 
margins on repair services somewhat offset by unfavorable perfor¬ 
mance by Sears Termite and Pest Control. Direct Response's gross 
margin rate was 70 basis points lower than 1999 mostly because of 
inventory Josses. 

Services selling and administrative expense as a percentage of 
Services revenues was unchanged from 1999 In Home Services, sell¬ 
ing and administrative expense productivity improved in the home 
improvement businesses and was essentially flat in repair services 
Direct Response selling and administrative expenses as a percent of 
revenues increased by 710 basis points due to higher marketing costs 
primarily for insurance products and certain clubs and services. 

Services depreciation and amortization expense increased by 
7.0% in 2000 primarily due to fixed asset additions in the Home 
Services business 
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5 op ting ce in 20 iclui g n icom ■_ill 

r . v ■ : ■ II an 3 $6 million decline versus 1999 Home Services 

( incon proved due tc strong perform* mu .re 

se \ ■ offset by det lines in home improvement services mainly 

because of operating losses at Sears Termite and Pest Control Direct 
Response Opi -mtin- j w „ omr • !• i H I 

1999 Compared with 1998 

Sen ' revenues improved 3 9% m [999 over 1998 Home Services 
revenues were up 4 2% prin ri ue to .. . . . quisitii 

1 ment business in early 1999, Direct Respor < u • 

increased < 9% !r 1 1999 from 1998 as the clubs and services bu ■ 
improved while insurance and other merchandise re re 
relatively fiat. 

Services gross margin is a pare • Services ret 

< ise i by 230 basis points irl 1999 from 1998 The gross margin rate 
was relatively flat in the Direct Response business arid declined by 250 

i 11 Si 1 .gely due to lower home improve 

ment margins and an unfavorable revenue mix. In addition, the exit of 
a Home Services licensed business lelatior hip - • ffected the 

rgm rate by approximately 70 basis points. 
Service* m : i •_ ' dministrative expense as a pei )tag of 

Seni . • •• , '. . prov< i by 50 basis points in 1999 from 1998 
Home Services drove the year-over-year improvement largely due to 
im; iroved sales leverage. Direct Response selling and administrative 

1 Inc.re.. ‘in |j ii ! igher payroll and marketing costs. 

Services depreciation and amortization expense merea— I6.3SS 
in 1999 compared with 1998 These increases reflect both mfrastruc 
’ ure investments and acquism c-r.■: 

S -1 ■ « _stm | it :■ ie excluding noncomparabli terns was 

$329 million m 1999, a decrease of $46 million from 1998 The decrease 
reflects lower operating incoi for both W . ' 

e: 01 se. The majority ©1 the decrease c ■ t the hi m 

improvomei't oivm n of mu I !<.>m* Service -j \ '• C : (Response 
:ontinued to provide a significant p rtio ofthi jpi ting r« .'"‘for 
1 hi? Services segment in 1999 

Credit 

estic Credit revenues and eratn . s e> !u ling non con • 

parable terns am as foiiows 

n\,ll ens 2000 1999 1998 

redi! revenue : $4,085 54,369 

C.I; ■ r,IL.I 11 invar.' •; tv,.. ua • ••: 

< I 22 $1,34/ •• 86 

Credit operating income excluding noncomparable items 

i-r :■> i by S' 8 III./.- I' 9000 1"' mar: y reflect nq ■■ .'W 1 ■ '.'It'll, i 

a ■ hare ff experience and higher me fro 

securitizations 1 he domestic provision for uncollectible acc<iunts was 


, ■ "9 : t : 2000 f charge . 00( w re ely ol it 

by $217 million of reductions to the allowance for uncollectible. ii its 

during 1999 

Operating income excluding noncomparable item 
$:.35 bi’.Sior •; 1999, -n • r - •.• oi $261 mill) -n the 1y9;-: lev* 7 . 1 
Althou i credit ret id d , 19 rati i ncome 

favc-iability resulted from a lower provision for uncollectible accounts 
> tl. slity . ... pc : i proi i du imj d risk man 

agement techniques and investments made in the collection process. 

1 1 1 = lot' rovisioi. exj. ■ Jriven by lot ' is w< 

as t! e ; "? i.. the alb wane ictibl u re I 

m SG&A were more than offset by lower interest expense 

In 2000, Credit revenues merea 11 .• tt $4.11 bill he 

increase in Credit revenues was primarily due To higher securitization 
income Lower levels of average owned redil vables nd 

ower -— je retained interest assets in 2000 more than offset a 
10 basis point improvement ■. managed portfolio yields In 1999, Credit 
" 'ii" 1 !--<reasei ! 6 to $-1 09 fc,. an The decie.i < 1 . .fit k-v 
enues was attributable to a lower level of average owned credit card 
r vables and lower r tame i • r.e .t •■ ■■>’ 

A summary of Credit inforrriation for the domestic managed 


portfolio IS 3S follows: 

2000 

1999 

1998 

S 9 i % of sales 

4 i 1 4% 

48 5 o 

52 3% 

Avc-rdO- ,-n f jun‘ b.il vice 




( ye ' i "i 

$ M 13 

$ M?i 

$ \ou 

A-. . .iged tc 




rece«v,,bbs(in.Hi..ns* 

$1 , ' ' • 

$36.6V3 

% ■ :K y ) 

■i . . : card 




• v. it |" imiHior 1 

$2',001 



5 ' ' ■ ' ’ ' " ‘ 1 * ' • 


i •. .. 


r - • v = H; .1 •• 
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The percentage of merchandise sales and services 
with Sears credit cards in 2000 Jed ad tc 47 & ft n 48 i 1999, 
to a greater preference for other payment methods, including 
cash, check and third-party credit cards The payment r. t ,-ui • ) 
2000 hig that tl if il prior year periods, c 

tnbutmg to the decrease in average managed receivables The launch 
ct the new Sears Gold MasterCard proaui i in 2010, c t pro 

ictioi al in trod y tes, part ' affset the declining trend in 
average balances 

Credit selling and administrate. ' ' 117.0% in 

2000 from 1999 levels. Reductions in marketing, legal -i 1 llecti ' 
e.Xf i c ..... uted to die year-over-year improvement in selling 
ana' administrative expense in 2000 Credit selling and administrative 
expi isi 9.0%. ■ im the 1998 amount Tb/s mere ist 

Was "'i'h ii ... >le ;...I_ ti : • ' ti 
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efforts, enhanced risk management systems, the new credit system 
('"TSY'S") conversion costs and the launch of the Sears Premier Program. 

The domestic allowance for uncollectible owned accounts and 
rr-l.-.i •! ■< lorn lion is as follows: 


on!' ■ 

2000 

1999 

1998 

f ' , , • eijinni-.g of year 

$ 725 

5 942 

5 1 0 '7 

Pi. mu ur -- ill,--: tifcie 

owned accounts 

836 

837 

1,261 

Mi •• liivge uff: 

(801) 

(1,054) 

(1,290). 

9.1, 7, , f , C, ■■< null, - ,, 1 .' ,r 

Master Trust 

OH) 


(106) 

Balance, e ld 1 year 

$ 649 

$ 725 

$ 942 

.Allow jime as pei ant of ending 

, • i , -eival .5... 

4 03% 

4 26% 


Net •• ■ lit •• ilrugi • oil . . .VI- IOI 

managed credit card receivables 

5 12% 

6 44% 

7. 5 ’ 

Delr jijeu. , r.ir, ; at year-- -id - 

tsys 

7.56% 

7 58% 

7 28% 

Delinquency r.'ite • at ve.« cu. i 

Proprretcny System 

— 

— 

6 82% 





,; l i, - -!'■ 11 J ^ 




•. • - ’ ^ 
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In 2000, the domestic provision for uncollectible accounts was 
roughly flat with 1999. Charge-offs declined by 5253 million driven 
by the continued improvement in the quality of the credit portfolio 
As shown in the preceding tables, the rate of improvement in credit 
quality moderated during the year and was not as pronounced as the 
improvement that occurred during 1999 and 1998, This was reflected 
in the year-end allowance for uncollectible accounts which was 4.03% 
of owned receivable balances or 23 basis DOints lower than 1999. In 
1999, the year end allowance as a percent of on-book balances was 
118 basis points lower than 1998 Also in 2000. the allowance was 
reduced by Sill million due to the transfer of $2.4 billion of receiv¬ 
ables to the securitization Master Trust. 

In 1999, the domestic provision for uncollectible accounts 
decreased $424 million to $837 million The decrease was attributable 
to lower average owned credit card receivabl ■ ’ ; 

improvement in portfolio quality during the ye D finq lency rates 
on a TSYS basis declined to 7,58% at the end of 1999 from 9.28% at 
year-end 1998. In addition, the net charge-off rate for 1999 decreased 
to 1 44 % from 7 35% in 1998 The allowance tor uncollectible accounts 
eft year-end 1999 was $725 million, oi 4 26 % < f on l ioi rei jivables vs 
5 44% at the prior year-ei ! 

Interest expense horn the dorm si gments is included in the 
re fit segment discussion because the majority of the Company's 



1998 ft 129 - 7 7 7 20% r . -1 7 35% 

1999 7 08% 7 i \% 6 39% 5 20% 6.44% 

2000 7 i i v% 


1 ni?*' *. • v, 1 - •: 1 ! 'll ' !prv-, , 11 
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fi • *1 1 1 . • 19 • * ■ v i I & ■' * ‘*1 - 8$^ of ti ■ i 

• .Tn(5 ■ led toTSV I i - • ••' . r . - 

ged accounts at yea* en i 998. t jed quency Me 92$% 
TSV ,<•- hi , mi ■ Mil li'i I I ■ • . 1 ■ 1 I* - I, . !'- 





. terest located io the Credit se< ent. 

Generally, the domestic interest expem e t .... .. not alii ic it the 
Credit segment is allocated to the Retail segment and is not signifi¬ 
cant 'elative to cost of sales, buying and occupancy, selling and 
administrative and depreciation and amortization expenses in the 
Retail segment 

Domestic interest expense is combined with the funding cost or 
lecewables sold through securitizations to represent total funding 
costs The Company uses credit csid receivable securitizations as a 
significant funding source and therefore, for purposes of this analysis, 
the interest paid on securitizations is considered a funding cost Total 
domestic kmding costs are as follows: 


•mil ions 

2000 

1999 

1998 

Do* iiest ic segimints. 

ms, 'est expense 

$1,135 

$1 3- 

SI 318 

D' 'nestic finding cost of 

uritized 

440 

419 

433 

. • .ic Dr ] CO: 

$1 ..-5 

$1,587 

$ 1 

■ . • r-lint, v.-K( I'lv.-j 1 , 1 

& ioi %\ ifi 

u u $1 244 > ,, /lion 

i 


: lively 





Management's Discussion and Analysis 


le tat dot esti fund j • 10 " 0 ( 8 1 

! The slight decrease in funding costs resulted from a lower lev/el 
of average ... ig.ed credit card receivable balances mostly offset 
by a higher funding rate en— .. lent staid ' 
sc "• /• : in 1999 to $1.59 billion The decrease in fut 

d the el of average managed credit card receivable 

D T; ■ es •' i a io/ve • Jn.q ei'inrc. t 

Corporate 

'orpaiate expenses of $3b4 million m 2000 increased hy $ v 

1999 : iflecti 1 iv ■ nfl 

line initiatives and expenses related to senior management 

changes. Triese increases were partially offset by $21 million of 1999 
special charges, decreased spet Ii g 21 )Q . f 'mafic • 

- t.. ai , ling n 2000 a< ro >tl • ' 

Corporate expenses increased $m million in 1999 compared to 
1998 The increase was primarily attributable to investment spend 
for Sears Online and S21 million of resi : rgesi ' ted 

staff red ictions in the third quarter of 1999 In addition, increased 
spending on information systems and ugher p rma i 1 
incentive ■ drove Corporate; •;'*.[ "-ri.. igl . 1 1999 


In.-ernatior .1 

international revenues and operating income are as follows 


rniliu ms 

2000 

t999 

1998 

i sen 

$4,007 

S3.636 

83,181 

Credit revenues 

' 


24V 

Total revenues 

54 28 

$3,89.5 

. 30 

Op'-'idtin.) i _ .mu 

$ 122 

{ 218 

$ 1 ' 


2000 C npaied with 1999 

Tots •• • were $4.28 billion in 2000, a 10.0% 

in— e -. ?9 total mel ' lies mi easi i 

! >y 102% whi sa si ed by 5.0%. Fi m ?, Sp< 

and Catalog formats ail posted sales gams. In 2000. 17 new Full line 
Stores were opened primarily representing stores acquired from 
,. ..: any _. If ; it< : 30 ' S< 

f thesi 101 .i 

"... erw penedas Sears stores. Sears Canada also opened 
79 specialty off-rhe mall stores in 2000 Sears Canada's Full line Store 
->• I it : .r-if feet ir re • • d by 30% ir JOU 

The International gross margin rate declined try 190 basis j ' : 

in 2000 reflecting increased marl—. act ty 

expenses asst the re-lac.\ of the Eato >n 

version of certain Eaton's stores to Sears banner stores 

International selling and administrative expense as a percentage 
of sales was 100 has r. points higher than 1999, primar fy Iriv . 
ho('••.’■ : oil -ii ”i St ,re Ofiereng r. si 


Intern. T.-on-t 'pc 'Uiori .... : an o r t non declined b) 2! 1% 
I froi amc tization ol negative goodwill arising from the 

Eaton's acquisition Interest expense increase I yl .0% The - 

»n tv unrolle Jii-i'o accounts in .teased by $18 it.iIIh o to v jltei 
charge-offs 

Intematlor a) operating income declined by $96 m llion or 44.0% 

lybeci t issoaated with integrating and reopening 

• ced tl >artial year re nue 

1999 ( ■. mpait-d with 1998 

Intern jtional revenues were $3 89 billion in 1999, a 13 5% increase from 
revenues of $3.43 billion in 5998. International revenues increased as 

fears Ca ida exp eiiced favorable _ts . n all 

ing Full line Stores, Dealer Stores, Furniture Stores, Catalog and 
Credit. Comparable Store sales were strong throughout the year. 

International gross margin as a percentage of International mer¬ 
chandise sales and services increased 20 basts points in 1999 from 

primarily due to a sharper Focus on the management ol the <_ 

goods sold. 

I national" Irn — • I adi tlv >e ... pert nta< . 
f total improved 80 basis points in 1999 red with 1990 

as payroll, benefits and other related costs kept pace with the higher 
saies levels. 

Internal ior a I oper -ting mi a me improved $53 i; II inn in 1999 
compared with 1998. The improvement is due to revenue growth 
resulting from the aggressive growth strategy in the furniture and 
dealer store networks and renovations of Full lint Stores 

On December 30, 1999, Sears Canada acquired Eaton's for 
$66 million The acquisition included trademarks, leases on 16 stores 
and certain tax net operating loss carryforwards 


OTHER INCOME 

i oil edot.com cons J oi 


—nllions 

2000 

1999 

1998 

G in . ii v.i ., ' prop..fly 

rid investment-:. 

$19 

$10 

$20 

Equity income- n unc'-'ii:;.:,Coated 

compan •; 

W 

(4) 

5 

Miscellaneous 



.3 

Total 

S36 

$ 6 _ 

$28 


INCOME TAX EXPENSE 

Consolidated income tax expense as a percentage of pretax income 
was 37.4% In both 2000 and 1999. The 2000 consolidated tax expense 
includes an unusually low tax benefit on special charges and impair- 
iu ■ write- 1 wr :f non tax deductible goodwill. 

jes and impairments, the 2000 consolidated 
■ • rate would have been 36 1% or !30 basis points lower 
The decrease from 1999 is primarily lue i > 





Management's Discussion and Analysis 


a reduction m the effective tax rate on Canadian income caused by 
nan-taxable negative goodwill related to the Eaton's acquisition. 

The effective tax rate of 37.4% in 1999 compared with an effective 
tax rate of 40.7% m 1998 The decrease in the effective tax rate in 1999 
from 1998 is a result of the unusually high effective rate in 1998 caused 
by certain non-tax deductible expenses related to the sale of Western 
Auto. Excluding the effect of the Western Auto sale, the Company's 
consolidated effective tax rate would have been 38.2% in 1998. 

MARKET RISK 

The Company's outstanding debt securities and off-balance sheet 
derivatives are subject to repricing risk The Company's policy is to 
manage, interest rate risk through the strategic use of fixed and vari¬ 
able rate debt and interest rate derivatives. All debt securities and 
oH-balance sheet derivatives are considered non-trading. A.tyear-end 
2000 and 1999, 33% and 23%, respectively, of the funding portfolio was 
variable rate (including current maturities of fixed rate long-term debt 
that will reprice in the next 12 months and the effect of off-balance 
sheet deriya&Ve financial instruments, such as interest rate swaps). 
Based on tire Company's funding portfolio as of year-end 20(X) and 
1999, which totaled S25.7 billion and $24.6 billion, respectively, a 100 
basis point change fn interest rates would have affected annua) pretax 
funding cost by approximately $85 million and $56 million, respec¬ 
tively. The calculation assumes tile funding portfolio balance atyear- 
etld remains constant for an annual period and that the 100 basis point 
change occurs at the beginning of the annual period. 

INFLATION 

The moderate rate of inflation over the past three years has not had 
a significant effect on the Company's sales and profitability 

OUTLOOK 

The Company expects the percentage growth in operating income 
excluding noncomparabie items to be in the mid single digit range 
Earnings per share should also benefit from a reduction in shares out¬ 
standing due to the Company's $1.0 billion snare repurchase program 
of which $802 million was still available as of year-end 2000. The 
Company anticipates high single to low double digit earnings per 
share growth, excluding noncomparabie items, for the full year of 2001 
As disclosed m Note f to the Consolidated Financial 
Statements, die Company will be subject to the provisions of SFAS 
No 140, effective April 1, 2001. Tire adoption ot SFAS No. 140 may 
alter the Company's accounting for its securitization tiansactions. 

ANALYSIS OF CONSOLIDATED FINANCIAL CONDITION 

The Company's significant financial capacity and flexibility are exem¬ 
plified by the quality and liquidity of its assets and by its ability to 
access multiple sources of capital. 

The owned credit card receivables balance of $18.0 billion 
excludes credit card receivables transferred to a securitization Master 


Trust ("Trust"). Through its subsidiary, SRFQ, inc, the Company 
obtains funding by selling securities backed by a portion of the receiv¬ 
ables m the Trust. In addition to the receivables in the Trust which sup 
port securities sold to third parties, the Company transfers additional 
receivables to the Trust to have receivables readily available for future 
sec untizations. 

A summary of these balances at year-end IS as follows 


millions 

2000 

1999 

1998 

D 'itirjMiC: 




Managed credit card 




receivables 

$27,003 

$26.78'- 

$28,357 

Securitized balances sold 

(/,834j 

(6.579) 

(6,626) 

Retrained interest in 




.< r d 




receivables 

(3,051) 

(3.1/5) 

(4,400) 

Other customer receivables 


' 

112 

Domestic owned credit caret 




i- iceivab'es 

16,175 

- 7,068 

1 - 443 

Intern,'ill- >■ in -jw ned .••• nr 




r. ard receivables. 

1,828 

' . 

i 

Consolidated owned credit 




card rer > 

; 3,003 

$18 • 

518.946 

1 .- A* 1 . TV • v r! IV'/H J n r-~ 

JttV. 'I. •; - T. it.'- 



, i p.|V : ,, | 
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Consolidated credit card receivable balances are geographically 
diversified within the United States and Canada The Company grants 
retail consumer credit based on the use of proprietary and commer¬ 
cially available credit histones and scoring models. Tne Company 
promptly recognizes uncollectihle accounts and maintains an ade 
quate allowance for uncollectible accounts to reflect losses inherent 
in the owned portfolio as of the balance sheer date There is further 
discussion of receivable balances in the discussion of the Credit 
Segment's Results of Operations, 

Inventories are primarily valued on the last-m, first-out or UFO 
method Inventories would have been $566 ffiillioh higher if valued 
on the first-in, first-put or FIFO method at December' 30, 2000 
Inventories on a FIFO basis totaled $6.18 billion at December 30, 2000, 
compared with $5.66 billion at January 1, 2000. The majority of the 
increase in domestic inventory levels was due to increased invest¬ 
ments in hard lines inventories in FuJI-line and Specialty Stores to sup¬ 
port revenue growth and new store openings. International inventory 
increases were due to the acquisition of Eaton's stores and continued 
revenue growth. 
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CAPITAL RESOURCES 

ota! at funding for th Co rany b 30, 2000, was $25.69 

i. ;l _ :. j n 1 ■ I . . 4 i ., i 11 ll )<:' • ’, “ 0 I " % G''- :"ll 

>n ...... s p ; ' to i ) idated 

m- rc 1 id" ■ t:iV . > 1 ' ■ ry . • 1 1 =; : i r . i j■: t• i ■ : 3r 

re. ... Ioniestic n raged credit ca ■ eivabi , at 
l.i .'I '! 1 l\. | ■ d ,■■■'.■ !.!■■"’' i 1 ! ' i. ' ■: I • 

reflected an the balance sheet and investor certificates related 
m " ■ eiv t ble sold I)" .... ' il ■ mt .• ' . : . ■■ ' b ' 1 


fhe Comp im trio , Sears Roebtu eptance 
i AC"), a whi Iy owned ibsid;< t • ommerci . ■ . 

nta tn te n note | ogram, J issue int ed ; 

i,jog-term -indc- written SRAC < •mmerua: pap 1 -.' .it-:' . i«g 

io ! nd 7 billion at December 30, 20Q0and January 1. 
2000, respectively, SRAC commercial paper is supported by $5 06 bil 

: :! hr ~t 11 : b/' ■ ■ i '.-.hi I: C-M.irc i 

A| : I 2002 -T'd'A 19 pillion uf v.- ic e■ :_.ires ■■ ri Ap 20 1 Jo ll... olio., 
ties were issued by SRAC during 2000: 


rut- 

2000 

T : T i 

1999 .!,i 

1998 


ymi'cm, 

b 'vV'fAj-r 

S ‘1. ■ 

1 6 V „ 

% 2.989 

3 •• ,6- 1 

’ > ! 6% 

: * ' 11 • ■ ‘ ‘ 

13 

S. o... 

1 S,0=19 6’ 1... 

I ,0-v 

2% 

. r * i 

1-..!=-’ •■ .Id 

7.S.V-! 

30 $% 

6,5 .* 26 1% 

6 626 

. 2 ■■■ 

I «J 1 •: 

S2L>.69d 

IDC'0 % 

- 6t; , - 

$2fc,79t, 

100.0% 


T| G ■ ■ ice es a' variety of capi ' | 

flexibility and diversify its fundir.fees »n tor 

' ar ' so How; tf • Coi y t.—/ely m gi |uid ty ind 

repricing risk Liquidity risk IS the measure of the Company's ability to 
fi f matuntie: an it rov ie for the o; rating needs of its businesses 
Repricing risk is ll e eff :t c n net income from changes in interest 
i 1 mp ny's o tpffun is cted by a variety of g« 
eci on i. • ditior including the level and volatility of interest 

te f d ii th* —jen nt of repnein r k, the t— • • n iy uses 

ft : ' ,i sh< • t fiti.yvi.-i) instruments, sit i as ml- res' rate swaps 
ilie Comp iy 1 ,• p • h'ie" 'hat entrslly $ ovem the use ot turn 
. ft I '. ,nre ti--.-' tin,i ia! -ttri.mor 7 

tings of tl ( i deblser ntl e asof I ■>, • .2 

2000 -i -j •>=-.ii in th:. r:,i ,lc [ "dow 

iv. ' • ;. ■- 
• • 

I... 3. Poorb 

i ■ ' ■, ) - , I A ' 

Urn. i u"’>! ... 1 .," ■ ■; ,■ ■ P 2 

I•.-•ni -•-•!' ' .‘.iti ■■ A.k AAA 

On June I. 2000. Duff & Phelp .. Co nerg 

BCA nc to form Fitch, fnc and th® Company's ratings were 
harmonized to tlie single set of ratings shown above 



« \ _. million -i iotes, with a tv ir 

age terry ! I 1 yejf?.. .r J 

■ ' ... . . . . 1 ■ • >, • I 

maturity of 7 60% and a term of 6 0 years 

The Company, through its subsidiary SRFG, Inc , securitizes 
i. -,esr crerli: c.nif ryt ivabli to ac.-in • •. ; n -r \iii> i 
in a cost eR ve m In 2000, the Company issued $2.6 billion of 

fixed fate f ■ ng rate n s_w tizatioi pared th 

$1 A billion in 1999. A" of December 30. 2000, there were $7.8 billion of 
outside investor certificates outstara that re . j , • . • by 

sold domestic credit card receival In a drt., - t. Coi 

party's retained interests in securitized receivables were il . nati I 
; , th-> ir-.t^rests of outrv.-i. mves'ors. 

CAPITAL SPENDING 

Company ha tai exp eri fiture pro* m to (•-• j- 

vati d upd ull fin “Stores In addition, the Company has 


uTf-lin< •’ olty So 

, ast three years are as follows- 

Capital ex; ei 

d tui 


2000 

1999 

1998 

Fu - U'. f. 1 .- 

‘--Mi . ; .1 

C - fi ll • < 1 ’■•■'l . 

5, 428 

S '■ 

S d81 

i St' t 

W8 

. id 

. 41 

O'h.-i -k ; 

did' .ti.’.n ' • pport 

205 

■>Ah 

799 

1 ■ . il 


143 

vl 

' : • ' 

i 

Si 033 

% 


The Company plans capital expenditures of ST 3 billion for 2001 
on 3 coi sol ■■-•led fa, s The i , n i«d nu-Mie n J. mmil. < ,•( I 
Spending over 2000 is largely to support The Great Indoors with 
approxiniat y 10 • >re openings planned m .200) The 2001 domestic: 
capital plan also includes the opening of approximately 10 Full-line 
■' n ire than 115 Specialty Stores International capital 
pend :ted to declrn 2001 from i )00 idi 

1 he C • aise pursue si ■ si . : -t - 




Management's Discussion and Analysis 


SHARE REPURCHASES 

During 2000, the Company repurchased 379 million common shares 
tor St 2 billion under share repurchase programs approved by the 
Board of Directors in March 1999 and August 2000 As of the end of 
2000, the Company had the capacity to repurchase $80? million of 
shares under the $1.0 billion repurchase plan approved in August 2000. 

LIQUIDITY 

B I upon tf expected cash flow to be generated from future 
operations and the Company's ability to cost-effectively access multi- 
pie sources of funding, the Company believes sufficient resources will 
be available to maintain its planned level of operations, capital expen¬ 
ditures, dividends and share repurchases in the foreseeable furore. 

CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING 
INFORMATION 

Certain statements made in this Annual Report including the 
Chairman's letter are forward-looking statement's made in reliance on 
the safe harbor provisions of the Private Securities Litigation Reform 
Act of 1995. As such, they involve risks and uncertainties that could 
cause actual results to differ materially. The Company’ 1 
looking statements are based on assumptions about many important 
factors, including competitive conditions m the retail industry changes 
in consumer confidence and spending in the United States and 
Canada; delinquency and charge-off trends in the credit card receiv¬ 
ables portfolio; the successful implementation and consumer accept¬ 
ance of Sears Gold MasterCard program particularly af promotk 
introductory Interest rates expire, direct-t iston • igy 
other initiatives; the ability of the Company to develop appropriate 
new sites for The Great indoors; the successful re-launch of Eaton's 
Stores; anticipated cash /lew, general United States and Canada eco¬ 
nomic conditions, such as higher interest rates and unemployment, 
the effect and timing of the adoption of 3FAS No. 140; and normal 
business uncertainty, In addition, the Company typically earns a dis¬ 
proportionate share of its operating income in the fourth quarter due 
to holiday buying patterns, which are difficult to forecast with certainty. 
While the Company believes that its assumptions are reasonable, it 
cautions that it is impossible to predict the impact of such factors 
which could cause actual results to differ materially from predicted 
results The Company intends t.he forward-locking statements in this 
annual report to speak only at the time ot its release and does not 
y tOU| 1 revise these projections as more information 

becomes available. 



Consolidated. Statements of Income 
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2000 

1999 

1998 

REVENUES 






M* 1 1 ■ >: i •! < 1 - ! ■ v 



5 jo.548 

S 

. 




4.339 

4,343 

4,61 ' 

Tota revenues 



40.937 

39,484 

..... 

COSTS AND EXPENSES 






C ist. • T ■ i iyi: it.; ■ - . £ 1 




25.627 

' . V 

3. ..* mu ■ iw..uaii. 



6,642 

6.416 

8,412 

P r Gv ill .li ' 1 ■!• t . ‘ ' :IS 



384 

an 

1,287 

1 ri 



826 

848 

830 

Interest 



1,248 

1,268 

1,4 73 

Special charges and impairments 



251 

41 

352 

T. tal cost's and expense-:. 



38.750 

37,071 

38,098 

Opel - 1 1 11 r; .i one 



. i y 7 

2,413 

1,855 

Other income, net 



36 

6 

28 

ln-c< ei xes, r rnorityi •• d xt ordinary ss 



2,223 

2,419 

1,883 

lucre me !a<e c > 



831 

904 

• fit: 

Mm, .'Mtv ir rcc-st 



49 

62 

45 

In. < -n- befoie h -nr. Imary h> S' 



1,343 

1,453 

1,072 

iry loss on early extinguishment of debt, net of tax 



— 


24 

NET INCOME 



• 1,343 

$ 1,453 

S 1,048 

EARNINGS PER COMMON SHARE - BASIC: 






In. ! n t . ft-:-" .fvtio -i. Imary k :-s 



$ 3.89 

$ 8 83 

$ ./5 

£ xt.'Sordnary loss 





0 06 

Net ncOme 



$ 3 89 

$ 3.83 

$ 2 70 

EARNINGS PER COMMON SHARE - DILUTED; 






’ ; • • : ' J 0i- -XU .-" ary 



$ 3 86. 

S 3 8 1 

S 

t >•'r ;»• .'ijm.lty If s 



— 


0.06 

(N-f ill' ome 



S 3.86 

S 8 3) 

S 2 68 









Consolidated Balance Sheets 


millions, except per share data 

2000 

1999 

ASSETS 



Current assets 



Cash and cash equivalents 

$ 842 

S 729 

Retained ir teres’ in transferred credit arc! receivables 

3.105 

3,211 

Credit card receivables 

18.003 

18,793 

Less allowance for uncollectible nc< ounts 

686 

760 

Net credit curd receivables 

17,317 

18,033 

Other receivables 

506 

404 

Merchandise inventories 

5,618 

5,069 

Prepaid expenses md deferred charges 

486 

512 

Deferred income taxes 

920 

709 

Total current assets 

78,794 

28,667 

Property and equipment 



Land 

408 

370 

Buildings ancJ improvements 

6,096 

5.837 

Furniture, fixtures and equipment 

5,559 

5,209 

Capitalized leases 

52? 

496 

Gross property and equipment 

12,585 

11 912 

Less accumulated depreciation 

5,932 

5.462 

Total property arid equipment, net 

6.653 

6,450 

Deferred income taxes 

174 

367 

Other assets 

1,278 

1 470 

TOTAL ASSETS 

$36,899 

$36,954 

LIABILITIES 



Current liabilities 



Short-term borrowings 

% 4,280 

S 2,989 

Current p. mi nofil i! j teim deb: • d > ap'tuli'ed lease obligations 

2,560 

2,165 

Account ayabie and : .aher liabilitt - 

7,336 

6,992 

Unearned revenues 

1,058 

97 i 

Other taxes 

562 

584 

Total current liabilities 

15,796 

13,701 

Long-term debt and capitalized lease obligations 

11,020 

12,884 

Postretiremen: benefits 

1,951 

2.180 

Minority interest and other I abilities 

1,363 

1 

TOTAL LIABILITIES 

30,130 

30,115 

COMMITMENTS AND CONTINGENT LIABILITIES 



SHAREHOLDERS' EQUITY 



Common shares ($ 75 par value per share, 1,000 shares authorized, 333 2 and 3691 shares outstanding) 

323 

323 

Capital in excess of pa/ vaiue 

3538 

3,554 

Retained earnings 

6.979 

5,952 

Treasury stod - at cost 

(3 726) 

(7.569) 

Deferred ESOP expense 

(96) 

(134) 

Accumulated other comprehensive loss 

(249) 

<287) 

TOTAL SHAREHOLDERS' EQUITY 

6,769 

6.839 

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY 

$36,899 

$36,954 
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Consolidated Statements of Cash Flows 


n' ______ 

2000 

1999 

1998 

CASH' PLOWS FROM OPERATING ACTIVITIES 




Nc t income 

$ ). .. 

5 1.433 

S 1.048 

net 11 • t< sh provided by operating activities 




l.iei eaaiicjn. '-'tiration tnri rher 11 . i .sh 11 :■ n-i- 

90 \ 

908 

907 

i /• i" r.iy Ui o* itly x-xtin--; ne.hn . -i debt 

— 

— 

37 

f-'rov on for ur oH<f title a ounvi 

88.1 

8/1 

’ >87 

Restructuring, impairments and sale of businesses 

265 

46 

852 

ili . of nr pony ..i d • ivestn - '• 

(19) 

00) 

(20) 

1 . r no (fi 1 ■ ■ 1 ( 

3 

8 

32 

Change r> {net ol di.ijiiisit'ons-) 




'Deferred income taxes 

26 

356 

178 

f riiriO' . ir ten.- i !ii ti • i. ariod crert-t > ird receivables 

’06 

1. 38 

(973) 

Credit cc.rd receivables 

N99) 

(873} 

423 

Mc-i ;handise- inventories 

{560; 

(30 ) 

067} 

Other operating assets 

06} 

.198) 

2 

Other' operating liabilities 

3 

251 

88 

Net cash provided by opeiatmj activity : 

2.70? 

3 74 3 

3.194 

CASH FLOWS FROM INVESTING ACTIVITIES 




Acquisition of businesses, ner of cash acquired 

(D 

(68) 

(34) 

Pro: eeds from >:il«-s of property and 'nvc-:.}m< nis 

75 

118 

220 

Pi irchases c I property and equipment 

(1,084) 

(1,033) 

(1,212) 

F bases of long term < w? : nts 

(40) 

(40) 

(72) 

Net cash used m investing .t t vttier, 

(1,050} 

(1,023) 

r. 39 . 

CASH FLOWS FROM FINANCING ACTIVITIES 




P- jceeds 1 i long term • l.*i>v 

824 

1,491 

2,686 

R- v ayrn- of '< r ; Term r i-b* 

(2.2/7.) 

(1 516) 

,- - . . 

- ) in sf i borrow rr y 90 day ■ 

1.295 

(1.653) 

(5/6) 

Repayment; of F50P nor-' eivobi*. 

lift 

57 

23 

Cornu ion snares purchased 

n,23 a 

(5/0) 

(•,3) 

^ ' ini' 111 5 Si &•.- .i d for inploye-. stcO ; i 1 

58 

53 

94 

D .bends paid to sharefi: Iocs 

' 2} 

(355) 

(278) 

Net cash used in firu ang activities 

0 ') 

(2,4931 

0.954) 

ffect of < l ige rate < iges ( i ■ J 

(2) 

5 

J5) 

NET INCREASE IN CASH AND CASH EQUIVALENTS 

11 3 

234 

13/ 

BALANCE AT BEGINNING OF YEAR 

729 

495 

358 

BALANCE AT END OF YEAR 

5 842 

$ 72 9 

$ 495 
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Consolidated Statements of Shareholders' Equity 
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Toi.t 

m 1 i ■ 

iha«~. 



w. ■ • .t 


. ’ 


■u .<*>• i 1 ,... 

: 

r? 11 1.WV | 

. . ; 

V.v 

Em.. 

StocIi 

ExpG'ir c 

i 

i .- 

Balance, beginning of year 1998 

390,888 

$323 

$3,598 

$4,158 

$(1 

$(204) 

$(311) 

$5,862 

Net income 




1,048 




1,048 

Other comprehensive income: 









Currency translation 







(31) 

(31) 

Minimum p< i It. biluy, 









net of tax. of $45 







(82) 

(82) 

Total comprehensive income 








$ 935 

Dividends- to shareholders ($092 per share) 




(358) 




(358! 

Stock options exercised and other changes 

3,263 


(15) 


141 



126 

Shares repurchased 

(10,643) 




(528) 



(528) 

ESOF expense recognized 






29 


29 

Balani e, end of year 1998 

383,508 

i 

$3,583 

$4,848 

$(2,089) 

$(“75/ 

$(4241 

*.<■'05 , 

Net income 




1,453 




1 453 

Other comprehensive income: 









Cunencv'ti inslation 







14 

14 

Mu ,trill IMI | >(.SI' u 1 -■ ■•!-* /. 









net of tax of $5? 







104 

104 

Unrealised gam on se cun lies held, 









net of tax of Si ( 







19 

19 

Total comprehensive income 








SI,590 

Dividends to shareholders ($0.92 per snare! 




(349) 




(349) 

Stock options exercised and other changes 

2,041 


(29) 


90 



61 

Shares rot nucha- ed 

(16.42 ) 




(570) 



(570) 

ESOP expense recognized 






41 


41 

Balance, end ol year 1999 

369,128 

$323 

$3,554 

$5,952 

$(2,569) 

$(134) 

$(28?) 

$6,839 

Net income 




1,343 




1,343 

Oil mi comp •• -hensivu in •• mio: 









Currency traitslation 







(7) 

(7) 

Mmimum pension liability. 









net of tax of $36 







63 

63 

l t lized g : inti held. 









net of tax of $10 







(18) 

(18) 

Total comprehensive income 








SI,381 

Dividends to shareholders ($0.92 per share) 




(316) 




(316) 

Stock options exercised and other changes 

1,963 


(16) 


76 



60 

Shares repurchased 

(37,888) 




(1,233) 



(1,233) 

ESOP expense recognized 






38 


38 

e, end f year : )00 

333 203 

$323 

$3,538 

$6,979 

• 1 , 

$ (96) 

$(249) 

$ 6.769 


e a c< • : 






Note'- t ' isolidated Financial Statements 


NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

r-i;.ol" it" -Mi 

M - olidat i ■ , . ... ,. ;itj !e... acc 1 its ol 

Roebnrf r- ; il 1 i:„i|wnty-owrcJ domestic end uUeinahona 

compart(i i the { : y*, li in m ... ,... in wl 

: ■ r,c r'y -.i r ■ • n i. no? i ,• t .I t;o 

.• • • ted "ir using ihe equity method ol accounting Investment 
in companies in which the Company has less than a 20% ownership 
• : and does not exe 2 si it influence. ai mi ;d I 

at cost 

Natum ■ ii Cpetati'mi 

The _omp.my is a rmnt I? • 1 ... r p> vuJ • j a wi-J. array ct 

men_: lise and services The Company operates principally in 

the United State:;, Puerto Rice and Canada 

Use o' Estimates 

rhe ' st its tents n coi or 1 ty w 1 gei 

if o' >.T11 j 1" in i;'i!es 1 ' rr rtvm > niem to ''.ike 

estimates and assumptions that iffe :c the sme.eported in u 

fir-an cal statements and accompanying notes. Actual results could 
differ horn these estimates. 

R- ' flC "I" XV: 

Certain ■ u fixations have been made 1 , rioi year financial 

st ml .. conform with the current year presentation. In 2000, 
in “s[ or.se to the Securities and Exchange Commission's Staff 
Accounting Bulletin No 101, the Company changed its method of 
recording licensed business revenue to reflect only net commission 

- e from licensees This change reduce iin - J. .— by 

$ 52, $1 ? and $1.62 ..on in 2000,1999 nd’W 3, respectively, .... 

!: : not lirea n •: in m. : • ,■ : ; u«v. 

Fiscal Year 

m\ . . is on the Saturday nearest December 

3 Ji the ■ > years in thi , x 1 ! I !< • ii 

I...- years n tocalend 


f-.-- 1 ... II 

tnuo 1 

We ■ 

2000 

D-.-r-.-btt 30 . 2000 

52 

1999 

Jar„,,-,ry ‘ 2009 

1 ? 

>998 

J; 2 . 

52 


Revenue Recagnitic 1 

Rev 1 fron 1 11 ----- sen ;es are t of estii 

1 i allowances and exclude sales tax Revenues include net 

1 i ’ . ■ ■, 1 ■. 1 - . . 1 f iii nr 

he Compart) te •' • with te 

, ige generally between 12 and 60 months Revenu .. * 


sa e of these contracts are deferred and amortized over the 
tin-- rentracts 

Thi, C' ' 1 ,'| ,. - t-ct 1 11 1 . is • .'.t anci: (s'i"'!'- pioteCti' n, Li,.- 

II Vr r.*iit .',1 1-; seivit s mem i-uist. • *■ era injise i:.j h 1 ;’ 

peci c ogs an ipulse tii . «id .- 

circe and clubs and services, deferred revenue is recorded when the 
member is billed (upon expiration of any free trial period), and 
revenue is recognized over the Insurance or members! ino< 
For specialty catalog, impulse and continuity merchandi ie is 

).jM c-.,heri h.nncir;.- shipped 

A t . ny m ! An-, ' Res; •• i< fvl.ir-etiny 

Costs for newspaper, t (other 1 advert t 

expensed the first time the advertising occurs The total cost of adver¬ 
tising charged to expense was SI.57, SI 63 and $1 67 billion in 2000, 
1999 and 1998, raspe- lively. 

Certain direct response advertising and soiicitatioi 
c .-. Membership acquisition and renew; 1 ists, • 

r v reU te to m< 1 — j solicitations, are capitalized since such 

direct response advertising costs result in future economic benefits, 
v. lerally such costs are amortized over the shorter of the prc am’s 
life or five years, primarily in proportion to when revenues a _ .... 
ntzed For certain insurance products, costs are amortized over 15 
■ears in pro in n to rc< e | luce , 1 -.l ty I j cos - 

are ,-mortized over the life of tire catalog - ot to exceed no ye r. 
The consolidated balance sheets include deferred direct response 
advertising costs of $202 and $180 million at December 30, 2000 
and January 1, 2000, respectively. The current portion is included in 
prepaid expenses and deferred charges, tl - lor g term pe tie . is 
n liJ' i'.-d in 'the 1 -is:.-,-IS 

■ vi, iii.it-,j 1 vice Cuntiui' 

Costs related to performing extended service contracts an expel 
as incurred incremental costs that are directly related to th< 

, ^ . tract are deferred and c irgea to expensi i t 1 

to 'he revenue recognized 

: • nm 1 E •; >•: 1 - 

Cost ted with the ope a ?w : -— ■ e exp 1 ;e< 

as incurred. 

t r >' 1 i'i Ft-' Comm ■ SI' 

ol. ,. 'od..: gs ,— common sha , by g net 

" ■ available t , common e! areh< de .. ivy ft• .ve-tyr mil ij, 

■ i , ■ r ol common shares outstanding. Diluted earnings per com- 

r ' re < i,the c‘ , five effect of potential common 
shares (primarily dilutive stock options) outstanding ... ■ - . pet 


Notes to Consolidated Financial Statements 


Stock-Based Compensation 

The Company accounts for stock-based compensation in accor¬ 
dance with .Accounting Principles Board Opinion ("APB") N'o 25, 
"Accounting For Stock Issued to Employees," and provides the pro 
forma disclosures of Statement of Financial Accounting Standards 
("SFAS") No. T23, "Accounting for Stock-Based Compensation '’ 

Cash and CasVi Equivalents 

Cash equivalents include all highly liquid investments with maturities 
of three months or less at the date o! purchase. 

Retained Interest in Transferred Credit Card Receivables 
When the Company sells receivables in securitizations of credit card 
receivables it retains interesT-oniy strips, one or more subordinated 
tranches and servicing rights, all of which are retained interests in the 
securitized receivables. In addition, the Company's retained interest 
includes contractually required seller's interest, which supports secu¬ 
rities sold to third parties, and excess seller's interest, which represents 
receivables available tor future securitizations. Gain or loss on sale of 
the receivables depends in part on the previous carrying amount of 
the financial assets involved in the transfer based on their relative fair 
value at the date of transfer. The Company estimates fair value based 
on the present value of future expected cash flows estimated using 
managements best estimates of key assumptions - credit losses, yield 
and discount rates commensurate with the risks invoked 

Credit Card Receivables 

Credit card receivables arise primarily under open er i /of ig 
credit accounts used to finance purchases of merchandise and ser¬ 
vices offered by the Company. These accounts have various billing 
and payment structures, including varying minimum payment levels 
and finance charge rates. Based on historical payment patterns, the 
fuii receivable balance Will not be repaid within one year, 

Credit card receivables are shown net of an allowance for uncol¬ 
lectible accounts. The Company provides an allowance for uncol¬ 
lectible accounts based on impaired accounts, historical charge-off 
patterns and management judgment. 

The Company's current credit processing system charges off an 
account automatically when a customer has failed to make a requited 
payment in each of the eight billing cycles following a missed pay¬ 
ment'. In the fourth quarter of 1998, the Company converted 12% of 
its managed portfolio of credit card receivables to the current credit- 
processing system The remaining 88% of accounts were converted 
to the current System iri the first and second quarters of 1999 In 1998, 
under the Company's former proprietary credit system, uncollectible 
accounts were generally charged off automatically when the Cus¬ 
tomer's past due balance was eight times the scheduled minimum 
monthly payment Under both systems, finance charge revenue is 


recorded until an account is charged off, at which time uncollected 
finance charge revenue is recorded as a reduction of credit revenues. 

I he 2000 and 1999 year-end delinquency rates consider accounts 
to be delinquent when a customer has failed to make a payment in 
each of the last three or more billing cycles. 

Merchandi-t Inventories 

Approximately 86% of merchandise inventories are valued at the 
lower of cost (using the lest-in, first-out or "UFO" method'! or market 
using the retail method To estimate the effect of inflatior • ven- 
tOfies, the Company utilizes internally developed price indices. 

The UFO adjustment to cost of sales was a credit of $29, $73 
and $34 million in 2000,1999 and 1998, respectively. During 2000, the 
Company liquidated certain UFO inventories that were carried at 
lower costs prevailing in prior years This liquidation increased the 
UFO credit by $3 million in 2000. No LIFO layer liquidations occurred 
in 1999 or 1998 It the first-in, first out ("FIFO") method of inventory 
valuation had been tsed ir stead of the LIFO method, merchandise 
inventories would have been $566 and $595 million higher at 
December 30, 2000, and January 1, 2000, respectively. 

Merchandise inventories of International operations, operations 
tri Puerto Rico and certain Automotive stores, which in total represent 
j , i dmately 14% of merchandise inventories, are recorded t tl e 
lower of cost or market based on the FIFO method. 

Depreciation vid Amortizut. \ 

Depreciation is provided principally by the straight-line method over 
the estimated useful lives of the related assets, generally 2 to 10 years 
for furniture, fixtures and equipment, and 15 to 50 years for buildings 
and building improvements Goodwill is amortized using the straight- 
line method over periods ranging from 5 to 40 . • ai 

Long-Lived Assc-t Recover;-.: winy 

Long-lived assets, identifiable intangibles and goodwill related to 
those assets are reviewed for impairment whenever events or changes 
in circumstances indicate that the carrying amount ni such assets may 
nor be recoverable 

Off Balaii< Sheet Fr inurum* nts 

The Company utilizes various off-balance sheet financial instruments 
primarily to manage the interest rate risk associated with its borrow¬ 
ings The counterparties to these instruments generally are major 
financial institutions with credit ratings of single-A or better. 

interest rate swap agreements modify the interest characteris¬ 
tics of a portion of the Company's debt. Any differential to be paid or 
ed is accrued and is recognized as an adjustment to interest 
expense in the statement of income. The related accrued receivable 
or payable is included in other assets or liabilities. The fair values of 
the swap agreements are not recognized in the financial statements. 
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items being hedged. J ( an I instrument designated but subse¬ 
quently determined to be ineffective as a hedge would be marl ei 1 
ket nd acognized in earnings immediately 

Effe ;t of New Accounting Standards 

In June 1993. the Financial Accounting Standards Board ("FASB") 
issued SFAS No. 133, "Accounting tor Derivative Instruments and 
I ptrvi i!, . June 1999, the FASB issued Statement No 137, 

'Accounting ‘oi Derivative- Instruments and Hedging Activities - 
Deferral o' the Effective Date of FASB Statement No. 133" In June 

c )0, the Ft 3 issuer lament Nr 38, Acr-ting for Ci la 

erivativi |r rn 1 d rin Her mg Act tu ai.ei Jment 

of FASB Statement No 133." SFAS No 133, as amended, estal- 

accounting and reporting standards requiring that eve r y derivative 
nsti • ant (i ic ig ee 1 n derivative instruments embedded rn 
other contracts) be recorded in the balance sheet us either an asset 
or liability measured at its fair value. SFAS No 133 requires that 
changes in the derivative instrument's fair value e recognizi 
1 ■ 11 riv 11 < <v in specific rash flow hedg. accounting cnt. ia 
ere met, in which case the change is recognized in Other 
Comprehensive Income f"OCI") Special accounting lor qualifying fair 
value! •_ fiov I atr nstrument's gams and losses to off- 

• . ' • ■ -)..!■ : : 1 i'u 1 t.-ur \ if tv,. 1 . : 1 ) : 1 . 1 ■ ?. the mr 

• ■ hi it effect ve To qualify for cashflowor fan val ie 
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tive 1 -r fiscal years beginning after June IS 2000. SFAS No 133 

cannot be applied retroactively 

The Com[rany plans to adopt SFAS No 133 in the first quarter of 
200... suit i I . :■ ( ■ 5 , tf y ex| ecoi 

after-tax charge for the cumulative effect of a change in accounting 
pr nople to OCI of approximately $270 million in 2001 In accordance 
With the-u .1 Hiwi p wisionv SFAS No 133. th» t<nn iti m udiust 
ment ncludes the ettect of recording an existing cash flow hedging 
1 it jnship on the balance sheet (approximately $56 million, before 
t >■ $22 million), as well as reclassifying deferred losses from pre- 

vious • •, ate . ?st . n—waj .. from Other Assets to OC 1 

. 389 n ion, before tax of $153 million). The net deriv — 


d f to earning the next 17 yi yield 

ui liustment 4 ilv- hedged debt i.ibfgation-, 

In September 2000, the FASB issued SFAS No 140, “Accounting 
: servicing of Financial Assets and Extinguishments >f 

■ - I.ties' 1 The guidance in SFAS No 140 supercedes SFAS N« 

Uridt* SFAS N . >. ti ■ 1 ■:...> . • • m• -n :r m tint 

accounted for as sales ofrecervables . Id 

disclosures telating to securitized financial assets, retained interests 

.. ini te fir racial »sttsan co.•_forfisc ye; 

December 15,2000. These disclosures are includ dinN 
t on, SFAS No 140 establishes new conditions for a securitization t< 
be accounted for as a sale of receivables. Specifically. SFAS No 140 
changes the requirements for an 1 rtity to t .. qualify) .1 ... 

purpose ent ty and modifies under what conditions ... t-fei c... 

retained effective control over transferred .assets The updated rules 

for u- of final " 11 0 1 :: • fori fers occurmv< ftei 

March 31, 2001 Early adopt • c hen w owed, 

Unless the Company modifies its existing s» :writ >n ti 
SFAS No. 140 will result m the reinstatement of previously sold 
• v ! 1 and the e tabl ent of a liability for < r I 
b ■■lowin-q- The Com puny •' ev 1 u. unq 3 ;em.,Tivc- seciiiit:.- • on 
structures and potential amendments to its current structure. Until 
such evaluations are complete, the Company cannot determine whal 
impact SFAS No 140 might have 01 alidated financi osition 

and results of operations- 


NOTE 2 - SPECIAL CHARGES AND IMPAIRMENTS 
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2000 

1999 
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?I'.A) Uoe . >-ll!,-,;, 

5136 
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SI ' Cl i q , , MI ,IMl 

5 
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(quart! staff 

ions 

21 

— 

Western/ ' • :. , 

iifedi: osn 


;63 

. 9 
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_ $251_ 

$41 

$362 

2000 Store Closures 




tcember 200 

Co n| any " ■ e plam , • 

!i isu e ol 


89 under-performing stores consisting of 53 NTB, 30 Hardware and 
four Full line Stores (two include Sears Auto Centers). In connection 
•• f ' '' the C 

charge of $150million in the fourth quarter related to asset impairments, 
goodwill impairment, lease and holding costs, inventory liquidation 
• ■ nee costs Otthe$150millio h 36 1 
1 i f y g • f in nd $14 mil 

recorded in Cost of Sales 


34 
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Asset impairments - The Company recorded a special charge of 
$59 million., net ol estimated salvage value, for the write-down of 
property and equipment to fair value, less costs to sell. The impaired 
assets consist of land, abandoned leasehold improvements and 
equipment used at the stores. Estimated salvage values are based on 
estimates of proceeds upon sale of the affected assets. 

Goodwill impairment - Certain ol the closed NTB and Hardware 
Stores were acquired through purchase business combinations that 
resulted in goodwill being recognized by the Company As part of the 
asset impairment review for the closed stores, the Company allocated 
the related goodwill to the stores on a pro rata basis using the rela¬ 
tive fair values of the iong-lived assets at the acquisition date. This 
resulted in a goodwill Impairment charge of$17 million. 

Lease and holding costs - The special charge also includes $57 mil¬ 
lion for incremental costs and contractual obligations for items such 
as estimated future lease obligations net of sublease income, lease 
termination payments and other facility exit costs incurred as a direct 
result of the store closures 

inventory liquidation losses - As a result of the store closings, certain 
inventory was written down to its net realizable value. This resulted in 
a charge to cost of goods sold of $14 million 

Severance costs - Ol the spe,ciai charge, $3 million relates to 
employee termination benefits The Company expects to eliminate 
approximately 2,001) positions as a direct result of the store closures 

Impairment of investment in Sears Termite and Pest Control ("STPC") 
During the fourth quarter of 2000, due to ongoing and anticipated 
operating fosses and based on estimated future cash flows, manage¬ 
ment determined that the assets of Sears Termite and Pest Control 
were impaired and' committed to a plan to review strategic options 
tor this business Accordingly, the Company recorded a $115 million 
charge to reflect the assets at fair value, less related costs. 

Following is a summary of the activity in the reserves established 


for the 2000 store closures 

and the 

write-down 

of the investment 

in STPC 

Initial 

Expense 

Cas > 
Payments 

Asset 

Wnte- 

Downs 

Ending 
Reserve 
if! 

A'-■' 1 ■r rip.vilriii'■■ its 

$ 94 

$- 

$ (69) 

$25 

Goodwill impairments 

97 

- 

(97) 

— 

Lease arid holding costs 

57 

— 

— 

57 

Inventory liquidation fosses 

14 

— 

— 

14 

Severance 6. t- 

3 



3 


$265 

$- 

S(166) 

$99 


1999 Store Closures 

During the third quarter of 1999, the Company closed 33 automotive 
stores in three geographic markets In connection with the store dos¬ 
ings, the Company recognized a special pretax charge of $25 million 
related to severance costs, asset impairments and lease and hold¬ 
ing costs 

Asset impairments - The special charge includes $21 million, net 
of estimated salvage value, to reflect the assets at fair value, less 
cost to sell. The assets consist primarily of land, abandoned lease¬ 
hold improvements and equipment used at the stores. Estimated 
salvage values are based on estimates of proceeds upon sale of the 
affected assets. 

Severance and other costs - Of the special charge, $3 million related 
to employee termination benefits and $1 million relate.i to net ncre- 
mental lease costs. 

Headquarters staff reductions 

During the third quarter of 1999, the Company recorded a pretax 
charge of $21 million related to severance costs for headquartei I 
reductions of approximately 450 employees The staff reductions took 
place during the third quarter of 1999. 

At the beginning of 2000, the Company had reserves relating 
to the 1999 special charges of $26 million. As of December 30, 2000 
the balance of $2 million primarily represents estimated future lease 
obligations and estimated losses on propemies held for disposal. 

Western Auto Disposition 

On November 2, 1998, the Company completed an Agreement and 
Plan of Merger of Western Auto, a wholly owned subsidiary, with 
Advance Auto Parts, whereby Sears exchanged its interest in Western 
Auto for $175 million in cash and approximately 40% equity ownership 
in the resulting combined company Based on the terms of the sal 
the Company recorded a pretax charge of $319 million in 1998 to 
reflect the Western Auto assets at fair value, less cost to sell. In the 
fourth quarter of 1999, certain estimates of remaining liabilities under 
the terms of the transaction were revised, resulting in $5 million of 
pretax, income being recorded 

Home-life Disposition 

On November'18, 1998, the Company entered into an agreement to 
sell its Homelife furniture business for $100 million in cash, a $10 million 
note receivable and a 19% equity ownership in the new Homelife bust 
ness. The Company recorded a $33 million pretax charge to reflect 
the Homeiife assets at fair value, less cost to seil. The saie was com¬ 
pleted on January 30,1999 
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NOTE 3 - CREDIT CARD SECURITIZATIONS 

imp / utUizi ' >c t t is as a part of its < 

funding strategy Under generally accepted accounting principles, if 
. iiiz ition meets certain requirements, these 

tra.si . Ifoi ralesofri 

Shi mary of Si’cunti, ith v < Pro< ess 

A of its d e ci . .. i.thi 

l * jr receivable balances to a Master Trust (''Trust") 

r uchange for sr ~a ?s re enting undivided interests in such 
receivables Balances transferred from the Comj any 

tf lio to the Trust become securities .upon transfer These seciiri 
for as ava for sale securities the allowance 

for uncollectible accounts that related 1 > tl ... ... I receiv >les 
is amortized over the collection period to recognize income on the 
fi ed : ■ it >asis. Tl ift d it. < 1 

tional revenues of $60 and S/5 million in 2000 and ’999, respectively, 
and did not affect 1998 revenues. 

utilizes balances i tc :e rest it- 

mq undivided interests in the: Trusts receivables TO outside investors 
It .... h securitization transaction the Company retains cert sins 
■dir a ted interests that serve as a credit enhancement to outside 
investors and expose the Company’s Trust assets to possible credit 
eson.... tsideinvestoi inv t 's and the 

Trust have no recourse against the Company beyond Trust assets 

In order to maintain the committed level of securitized assets, 
the Company reinvests cash ized accounts iri 

additional balances These additional investments result n increases 
to the interest-only strip and credit revenues As of December 30, 
2000, the Company's securitization transactions m " 


millions 

2001 Si.046 

200? ‘,403 

2003 2,020 

2004 i,5V> 

7005 rid tlicredhc.' 1.8-V 


i- >1 lit iter* t in Transferred Credit 1 ' r > 

The Company r«t me I '!iter---i n n . .•■ >• • • / 1 - 

consists of investor certificates held by die Comp inj 
s ps ■ equired sell*. - seller' 

est ir i > ere : c I receivables in the Trust Retained intere l at 
year-eni I jr- a foil w 



2000 

1999 

Si.: ■ 1 final' - ’ : inter - r , 



• ' -.t— . ..mil '. , . L'v cl-* - * Co i ..i"v 

SI ’61 

5 960 

..■i 1 md nun -sia' 



Contractually ns !i 

698 

M0 

T ■ '.I'H'-l' T1’" [- 1 

99? 

1.455 

mteiest c rily amp 

136 

i. 

ti tl 



. .6 ■ ! ': 

' 

31 

Retail ■ M I "* 1 nil ,1 ;l. rr. 1 



Credit card receivables 

$3 > 

$3,21 ! 


The Company intends to hold the investor certificates and 
contractually required seller's interest to maturity The excess seller's 
interest is considered availabie-for-sale ,e to the rev< rin 
ot the underlying credit card receivables, the carrying value of the 
Company’s retained interest m transferred credit card receivables 
approximates fair value and is classified as a current asset 

Securitization Gams 

Due to the qualified status ot the Trust, the issuance of certificates to 
invest rs is considered a sale for which the Company recog- 
■ a gain and an asset for the interest only strip. The interest-only 
strip represents the Company's rights to future cash flows arising after 
... in the Tq .. i tho return for win. h they • . >n 

tracted. The Company also retains servicing n onsib .... ■ w! 

/I receives annual servicing tees apDroximating 2% of the outstanding 
balance. Ti v—re o ere mental operating income 

*Von net securitization gains of $68. $11 and $58 rni ion ... 1000, . 
and 1998. respectively 

Company measures its int< sst • / strip and the , id 

securitization gams using the present value of estimated future 

• . is vaiuat ' & re.— e iise t«y et 10 m 

assumptions about yield, payment rates, charge-off rates and returns 
to transferees Approximately 22% of the Company's outstanding 
i :at ff ' vai ; • returns to investors with contractual 
spreads over LIBOR ranging from 16 to 53 basis points 
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As of December 30. 2000, the interest-only strip was recorded 
at its (air value of $136 million. The following table shows the key 
economic assumptions used in measuring the interest-only strip and 
securitization gains. The table also displays the sensitivity of the 
current fair value of residual cash flows to immediate 100 and 200 
basis point adverse changes in yield, payment rate, charge-off and 
discount rare assumptions. 


r- l ions 

Assumptions 

titer • i Advn 
100 bp 

ihang 
200 b f 

V" d (annua rate) 

19 85% 

$36 

Si 1 

P p,ii p ivn'enl 

(monthly f-jt •) 

5 26% 

$20 

$35 

Gross charge off r ire 

(annual rate) 

/ 4% 

$36 

$71 

Rt nd i a 1 ca -h • low-. ; i iLoun t 

■ a if (ornujil rate) 12.0% 

S 1 

S 2 

These sensitivities 

re hypothetical 

and should be used with 

caution. As the figures i 

nd-cate, changes in fair value assumptions 


generally cannot be extrapolated because the relationship of the 
chan )e ... a imption to the change in fair value may not be linear 
Also, in this table, the effect of a variation in a particular assumption 
on the fair value of the retained interest is calculated without changing 
any other assumption, in reality, changes in one factor may result in 
changes in another, which might magnify or counteract the sensitivities 


Managed Portfolio Data 

A summary of the domestic year-end securitized receivables 
other domestic credit card receivables managed together with 
them follows- 


millions 2000 1999 

Sec.i'irized b.j'ances $ 7.834 $ 6.Yn> 

Retailed ml.--test m transferred 

credit card receivab'es 3,051 3, 75 

Owned credit caret receivables 1 . 7 $ 17,068 

Other customer receivables (59) (371 


dr 

$27,001 

$:%/85 

Net Charge offs of managed, 



■ edit i d rec ewables 

$ 1 .323 

S 1.713 

C i • (I \C) r ... 

- & 

7 F 


The 2000 and 199*? teamed interest amounts ex<luiie reserv■ ■ ' ~~~ . nd $31 n. 
respectively, and inieresi only strip balances of $136 • ; ; .v • . in, respectw . d 
i . iiarisfei at card r. r-i"u i-ss into i •• Tn.-r 


Securitization Cash Flow Data 

The table below summarizes certain cash flows that the Company 
mcoived from and paid to the securitization -ust dur - g 2000 


millions 


Pr.-.ceeds from new s« -fit./ .• ns 

’i ■ reds from collections reinvest ,, previous set 
5- > vit mg iev: receded 

ha f charged-oft b tet of recoi 

IUI TiT lOr 

$7 4/1 ) 

3 547 

AX) 

' >22) 

NOTE 4 - BORROWINGS 

Short-term borrowings consist of: 

millions 

2000 

1999 

Commercial coper 

$4,115 

$2,824 

.. ink loans 

95 

95 

is3! y noti 

70 

70 

Tot.ll short in bo.. 

$4,280 

42 98V 

V-.. iti'ed avnraq. i ten m ■' .r yi*.n . 1 

7 3% 

6.1) 

Weighted average interest rate -it v - -vud, 
including effects of swaps 

1 ! 

■ 


At December 30, 2000, the credit facilities of the Company’s 
financing subsidiary, Seems Roebuck Acceptance Corp ("5RAC”), 
totaled 55 06 billion m syndicated credit agreements. Sears Canada 
had credit agreements totaling SS33 million These syndicated and 
other credit agreements provide for loans at prevailing interest, rates 
and mature at various dates through April 2003 The Company pays 
commitment fees in connection with these credit agreements, 

The Company had interest rate swap agreements that estab 
lushed fixed rates on $1,38 billion and $1 52 billion of short tern 
able rate- debt at December 30, 2000 and January 1, 2000, resp. - 
resuUmq in weighted average interest rates of 6.6% and 6.7%, respec 
trvely. The weighted average maturity of agreements in effect on 
December 30, 2000, was approximately 15 years 
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As o' December 30, 2000. long term debt matui ties for the next 
five years are as rnllows: 




2001 

52,560 

7002 

1,754 

2003 

2.615 

200 - 

863 

200 > 

479 


The Company paid interest of SI.2, $T2 and Si i billion ri 2000 
199s and 1998, respectively Interest capitalized was $4, $5 and $, ... 
lion r i 2000. 1999 and 1998, respectively 

NOTES 1 FINANCIAL. INSTRUMENTS 

IrMh-’ r I hub; .* ■ . , t'* or nv 't-s' n vnriou 

I it , :nr;:-s various fv u era' 13 : iln e? 3rd enter;, mtc 

agn * > lent \ 0 irtg ffbalat ■ ■ et finai Jal instrument Fh 

1 •" ant assets and lial ei. e 

dated balance sheets at historical cost, which approximates — lut 
-te ' • value, credit card receivables are valued bv 

discounting estimated future cash flows Fhe estimated cash flows 
eflect the hist If ■' ■ : 

t lied at kef rah Long-t •' 1 1 1 based on 

1 i t prices when available or discounted < 1 inters: 

1 ■ tlyavaifaf he 

»ny is a party to off balance sheet financial instru¬ 
ments 1 interest rat ’ ugnci icy risk. These fin 

eial instruments involve, to varying degrees, elements of market. 


The Company use waps to n ini* 

1 cite risk associated with its borrow ngs and to manage the Company's 
allocation of fixed and variable-rate debt For pay floating rate, 
receive fixed rate swaps, the Company pavd a weighted average rate 
of 6.17% and received a weighted average rat-: of 6 %> in 2000 For 

pay fixed rate, receive floating rate swaps, the Company paid a 

w._ d.avet te at6,61 a.* ,;* : w 1 i avei ge rate 

of 6.32% in 2000. The fair values of intei te swaps 

price fromd *. : If a : > f :t he 1 ns o. 

; rr L, if v' mpany's exposure is limited to the net 

unt that v ha: been 1 'ed, if any, ? a< sen 

rem nnq fe 

nty dat the of nc fi.I in: • * intents 

ref- ■ jinn at 1 . ember SO, 2000, ir I ■ 

Ni I ■ I jl *.*• r 1.1*1 

""II :■ I /i.-.ir 2 : «:* Ove* 5 year. 

, ,t. *-i i.m ,.-.*. -,* •< tr* SILK "x ! 

Foreign curre 1 

Other 

: , : a financial guaranty of $88 million at December 30, 

2000 This guaranty represents a commitment by the Company to 
g the) • ticipal bonds issued in c< 

nection with the Company's headquarters building Total payments 
under this guaranty weie S3 I million and $0 6 mill on for 2000 and 
1999, respectively This guaranty expires in 2012 Flo amounts were 
accrued in the balance sheet for any potential loss ass iat? wit 
guaranty at December 30, 2000, and January 1 2000 
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NOTE 6 - SIGNIFICANT GROUP CONCENTRATIONS OF CREDIT RISK 

The Company grants credit to customers throughout North America. 
The five states and the respective receivable balances in which the 
Company had the largest amount of managed credit card receivables 
were as, follows 

% of % of 


million's 2000 Balance 1999 Bn a nee 


California 

$2,846 

10.5 » 

$2,778 

10.4V; 

Texas 

2,113 

/ 8% 

2 127 

7.9% 

f lends 

1,926 

7 \ ‘3‘- 

1,943 

7.3%. 

New Yc ,-k 

1,613 

6,0% 

1.592 

5.9% 

PennsyVani i 

1,351 

£ ( 5 

1,364 

5.1% 

NOTE 7- EARNINGS PER SHARE 




The following table sets forth the computations 

c t bask and diluted 

earnings per share: 





millions, except 

2000 


1999 

1993 

Net to 





ommon sh in ho uer 

$1,343 


$1,453 

$1,048 

Average common shares 





i,i .t :i I 

345.1 


379.2 

388 6 

Earnings per shorn b , 

l 3 89 


$ .3 83 

$ 2 70 

Dilutive effect of stock options 

1 2 


1 8 

3 i 

\ve ommoi ' • . 





■ 1111 v Jfr ■ r ,1 -v! . • •> 

: 346 3 


381 0 

17 i 7 

Eaminqs per share dilute-. ! 



$ 381 

$ ,? 68 

, 

, 

efor i 

M... >i'.r,l j. 

it in i.i ■ i i. 


v*.W • ■ I! 

In each period, certain options were excluded from the compu¬ 
tation of diluted earnings per share because they would have been 
anti-dilutive. At December 30, 2000, January 1, 2000 and January 2, 
1999, options to purchase 11 3, 11 9 and 5.2 million common shares at 
prices ranging from S33 to $.64, S40 to $64 and $52 to $64 per share 
were excluded from the 2000,1999 and 1998 calculations, respectively. 

NOTE 8 - SHAREHOLDERS' EQUITY 

Divi lend Payment:; 

Under terms of indentures entered into in 1981 and thereafter, the 
Company cannot take specified actions, including the declaration 
of cash dividends,, that would cause its unencumbered assets, as 
defined, to fall below 150% of its liabilities, as defined At Decem¬ 
ber 30,2000,, approximately $4.2 billion could be paid m dividends to 
shareholders under the most restrictive Indentures. 


Share Repurchase Program 

The Company repurchased shares in 2000,1999 and 1998 under share 
repurchase programs approved by the Board of Directors. As of 
December 30, 2000, $802 million was available for future repurchases 
under a $1.0 billion share repurchase plan approved by the Board of 
Directors on August 9, 2000. 

Accumulate ^! Other Comprehensive Loss 


The following table i the 

components of 

accum 

uiated other 

comprehensive loss: 

2000 

1999 

1998 

Cm ’ n< v ' ' • n 




ddjiistmer'l' 

$(118) 

$(11!) 

$1125) 

Mllnr ; II], 1 




liability, net < tax 

(132) 

(199: 

(299) 

Unrealized gain on securities 




held, net of tax 

1 

19 


Accumulated other 




comprehensive less 

$(249) 


$(424) 


NOTE 9- STOCK-BASED COMPENSATION 

Stock Option Plans 

Options to purchase common shares of the Company have been 
granted to employees under various plans at prices equal to t l fail 
market value of the shares on the dates the options were granted. 
Generally, options vest over a three- or four-year period and become 
exercisable either in equal, annual installments over the vesting 
pern I or v the erid ct the vesting period. Options generally expire 
in 10 years 

The Company measures .compensation cost under APB No. 25, 
and no compensation cost has been recognized for its fixed stock 
option plans Had compensation cost for the Company's stock option 
plans been determined using the fair value method under SFAS No 
123, the Company's net income and earnings per share would have 
been reduced to the pro forma amounts indicated below: 


millions except earn mgs per share 

2000 

1999 

1998 

Ni it ii"' t 

$1,343 

$i 453 

? 1,04 g 

Net )n< omc - pre fc ■ 

1,300 

1 41 J 

1,023 

Earnings per share - basic 

As reported 

3.89 

3.83 

2 70 

Pro forma 

.3.77 

.3.73 

2.63 

Earnings pet share diluted 

As repotted 

3.88 

381 

2 68 

Pro forma 

3.75 

3 71 

2 61 













I . !•' ' i : 3V 


Notes to Consolidated Financial Statements 


(n i rd with SF/ N 123, " »i t g 1 cl 

" the fair f each option g ted 

the dal f g icho opl j ng ; . w tl. 

•i~- assumptions listed below 



2000 

1999 

1998 

D , dt-n i \ i e 1 d 

pe d \ 1 its 

Rr • In ■> -it' 

fo-. • ! . ■ n 

1 60' 

.11% 

6 >'' '■ 

8 years 

2 ’6'4. 

78% 

M U3'-: 

6 years 

! 81 

28% 

5 877 

fc yc -• r i 

The Company had 11, 1.1 and 1.2 million performance based 
. - ns outst ir ling at the end of 2000, 1999 and 1998, respectively 
lese op o ' tain — t n< that require the C 

share price to reach specified targets at spec fied intervals Sul 
the satisfaction of the performance-based features, these perform 
ance-based options vest 50% in 2003 2 in 004 12 % n200 

C any did not recognize compensation expense in 2000 

i (at hese options f theexer 

the Company share price at each year-end. 

Changes in stock options are as follows 

shares in thousands 

2000 

1999 

1998 


A w ! * 

A'-i.T'I" ' 

.' r 1 

Beginning balance 
Granted 

Exercised 

C : • el' ■■ -■ 

18,526 $40.44 

6,.? r r 

(8 4 2?9( 

44 ' 

15,251 $39 93 

5669 40 

(1 084) 2? 4 

i 1 .109) '.il 1 I 

15055 $3416 

4,171 55,73 

(2.67 i) .re 00 

1 .. 8 

• ■ • ? 

21,950 $38 42 

18,526 $4044 

$39.93 

Reserved for future 

giant or y-.-i .-r 1 

■ i >!• ■ 

15,566 

9,020 $37 82 

5,337 

;h 44 $/7 v: 

9,979 

8,317 $26 44 

■ ■ .it ii •- . pin ■ ; 

rant 

dr $12 98 

$13 35 

S* • 


The following table summarizes infest tio • ; 

outstanding Til Du, • jiT-1 30, 2()< X) 


■ . . 1 ' ’ • " ■ 1 


r-„ ■ 

■’ :• i 

A 

-r ■■ 1 

* • J 

"• ' 


• .1 < IlMT 1 

! • 

1 V •■•* £ 

..*1 i 

!’ .* J J3 <1 


to $20 00 

1 028 

' 2 

$15 

’ 1 >78 

$1 

20 0 ; r - .Ml . 

3 / *9 

6 0 

74 30 

3,731 

■ 

01 to 4 > 

r. 6.39 

9 ;; 

31 41 

89/ 

31 86 

40.01 lo 60 0,) 

6.7 30 

i 

12.87 

' ,93 i 

46 19 

50 01 to 64 00 

4,314 

< 

' ' 

1,431 

6 ■ 

SI0.00 to $64.00 

71.95© 

7.2 

S38 47 

9,020 

$32.82 


Associate Stock Purchase Plan 

pany' A stock Ownership Plan ("ASOP") allows e!i 

gible employees the right to elect to u, B up to 10% then eli 
' ot ipi i .it c,i to purchase the Company s common shares on a qu ■ 
terly basis at the lower of 85% ot the fair market value at the begin¬ 
ning or end of each calendar quarter Commencing sn 20 e • e 
employees are allowed to elect up to 15% of tl ire bli qw 
tion to purchase the Company's shares through the ASOP The rnaxt- 

.iml Bf of il re ble und the ASOP is 1.0 million Hie 

r irch ise period began January 1,1998. There were 0 ? million 
shares issued under the ASOP in 2000 0.7 million shares issued in 
1999 and 0.6 million Shares issued m 1998 

NOTE 10 - LEASE AND SERVICE AGREEMENTS 

The Company leases cert >fti< it hou 

computers and transportation equipment 

. . . • j I : fig e i • i 

fra dual minimum rates and, for rertair scores. amounts ir excess of 
these minimum rates are payable based upon specified percentages 
of sales. Contingent rent is accrued over the lease te ., ad that 
T h . V •m- i ' : ' .1 ■ f„... i. 1 g. ’ . •. ..Oi. 

I is prof as include — a \ ■ ha 

c : . Dpi tg I intals were $409, $399 and $431 million, 

lud ontingent rentals of $54, $52 and $55 million ir 2000. IS 99 
and 1998. respectively 
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Minimum lease obligations, excluding taxes, insurance and 
other expenses payable directly by the Company, for leases in effect 
as of December 30, 2000, a>e as follows 




Capital 

Opera* rjQ 

millions 


leases 

leases 

2001 


$ 65 

$ 341 

2002 


61 

291 

2003 


60 

264 

2004 


59 

229 

2005 


56 

194 

After 20G5 


691 

1,105 

Total :: .i:num payments 


$992 

$2,424 

Less imputed interest 


568 


Present value of minimum lease payments 

$424 


L current maturities 


2? 


Loi obligati 


$403 


The Company has com 

tied to purcna; 

;e data and voice net- 

working and information processing services of at least $86 million 

annually through 2004 from a 

third party provider. Totai 

expenses 

incurred by the Company for these services during 2000,1999 and 1998 

were $305, $318 and $355 million, respectively.' 

"he Company may also 

be responsible for certain store 

leases that have been assigned 

NOTE 11 - INCOME TAXES 




Income before income taxes, minority interest 

and extraordinary oss 

is as follows: 




millions 

2000 

1999 

1998 

Don •. Stic 

52,073 

$2,189 

$1,704 

Foreign 

150 

230 

179 

Total 

$2,223 

$2,419 

$1,883 

The provision for income tax expense consists of. 


millions 

2000 

1999 

1998 

Current 




Federal 

$736 

1414 

$472 

State 

54 

24 

41 

Foreign 

15 

110 

74 

Total 

805 

548 

587 

Deferred 




Federal 

(4) 

332 

159 

State 

3 

40 

15 

Foreign 

27 

(16) 

5 

Total 

26 

.356 

179 

Income tax provision 

$831 

$904 

$766 


A reconciliation of the statutory federal income tax rate to the 
effective income tax rate is as follows: 



2000 

1999 

1998 

Statutory federal rate 

35 0% 

35 O'.. 

35 m 

State income taxes 




no' v fcdur.i tax benefit 

1 7 

1 7 

I 9 

Sa of W’ n Auto 

— 


2 3 

Other 

0.7 

0.7 

1 5 

Effective income tax rate 

37 4% 

37 4% 

40.7% 


The major components of deferred tax assets and liabilities follow 


millions 

2000 

1999 

D 1 i ta* ussatS: 

Unearned service contract income 

$ 460 

$ 429 

Allowance for uncollectible accounts 

303 

320 

State income taxes 

161 

149 

Postretirement benefit liability 

840 

9.33 

Minimum j.'.r on li.-,i ility 

73 

' U'S 

Net i ’ ryJ td 

11 

1 36 

Oil-. ;ef*ired tax , 

565 

478 

Total defer red tax assets 

2,573 

2, j 5 3 

Cwfem>d tax hub:! lies. 

Property and equiprr:! nt 

134 

471 

Prepd’d pens on 

90 


LIFO 

9i 


Dt/fened gain 

295 

1 

Delened revenue 

55 

137 

Deferred swap termination loss 

162 

1 7 3 

Other deferred tax liabilities 

352 

305 

Total deterred tax liabiiitii s 

i ,479 

1 477 

Net deterred taxes 

$1,094 

SI 076 


Management believes that the realization of the deferred tax 
assets is more likely than not, based oh the expectation that the 
Company wifi generate the necessary taxable income in future peri 
ods and, accordingly, no valuation reserve has been provided Tax 
benefits from loss carryforwards wiii expire by 2006. 

U S. income and foreign withholding taxes were not provided 
on certain unrernitted earnings of international affiliates which the 
Company considers to be permanent investments The cumulative 
amount of Unremitted income for which income taxes have not been 
provided totaled $475 million at December 30, 2000 If these earn 
were to be remitted, taxes of $80 million would be li ■ 

Income taxes of $868, $327 and $366 million were paid in 2000, 
1999 and 1998, respectively. 
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NOTE 12 - BENEFIT PLANS 

Expanses for retirement an . rel • L refit : ..5 vere 

.iS follows 


nn ft i 

2000 

1999 

1998 

Sears 401(k) Savings Plan 

Si 29 

$ 17 

$31 

Pension c ans 

116 

89 

88 

Posri.vtiiemenr t ,K 

_ 168) 

(4< 

(38) 

Total 

$ // 

$80 

$ ‘ 


5e<r - 401(h) Saving:, Pi ,hi 

Most domestic employees are eligible to become membeis of the 
Sears 401 (k) Savings Plan (the "Plan''). Under the term? of the , ’I t, 
Company matches a portion of employee contributions in 1998, 
the Company matching contribution was based on 6% of consoli¬ 
date 1 ii_ne,. fined, for the participating con p • ii - and was 

limited to 70% of eligible employee contributions In 1999, the Plan 
was changed and the- Company match is now fixed ar 70% of eligible 
employee contributions* The Company's matching contributions were 
£72, i. / and $7S mi lion in 2000. 1999 and 1998, respectively. In 1999 
and 1998, matching contributions were made at the end of the Cal¬ 
endar year based on the year-end stock price In 2000, the Plan was 
changed and matching contributions are now made at the end of 
each calendar quarter, based on the quarter-end stock price. 

The Plan includes an Employee Stock Ownership Plan ("the 
ESOP' } to prefund a portion of the Company's anticipated contribu¬ 
tion. The Company provided fhe ESOP with a loan that was used to 
purchase Sears common shares in 1989 In June 1998, the ESOP refi¬ 
nanced the loan and extended its maturity to 2024. The purchased 
shares represent deferred compensation expense, which is presented 
as a reduction of shareholders' equity and recognized as expense 
when the shares are allocated to employees to fund the Company 
nt . : 

by the ESOP m 1989 was $15.27. The Company uses the ESOP shares 

to ft h G it intribution, which tl eby r< >d 1 _.se 

The ESOP loan bear, it ti al & " . p i financier ,i 
and is repaid from dividends on the ESOP shares and additional cash 
[..iy" pi vi.ied by tl.~ Company T,.. Company has contributed 
cash to the ESOP annually in the amount equal to the ESOP’s re « I 
interest and principal payments on the loan, less dividends received 
on the ESOP shares. The cash payments amounted to $118, $S7 and 
$24 million in 2000, 1999 and 1998, respectively The 2000 cash pay 
ments reflect transitional Company contributions resulting from the 
Plan change providing matching contributions on a quarterly basis, 
The ba ance of the ESOP loan was $82 and $210 million at Dei emi >ei 
30, 2000 and January 1, 2000, respectively. Cash on hand in The ESOP 
at Du ■ r .0, 2000 Was $3 nnlliOll 


fhe reported expense is detern ined as ■ 


rriillioi 

2000 

1999 

1998 

1 Itere-if ■ • :■; - ! 

by ESOP 

l f 

$ 1. 

$ "1 

Less dividends on ESOP shares 

(1 ,) 

(17 

U9) 

Cost of sh ill . lied to 

. .i 

3fi 

41 

29 

Sears 40 1 'k. Savings Plan expe nse 

S 29 

6 37 

S3! 


v 2000 the r SOP * a led 2 ■ ir. limn • • ernj •k>ye.--, M 

December 31. 2000, 19.6 million ESOP shares had been allocated with 
6 3 million available lor * iti c-. • ?n All F.SOF hares ..,/e ccnsu.l 

erei i outstanding in the calculation of earnings per share, 

Retirement Benefit Plans 

C ' : ( , r " . md | . * . ‘ 

participate in noncontnbutory defined benefit plans alter meeting age 
1 1 vice requirements Substantially all Canadian employees are 
eligil ; rti if ntributory defined benefit plans. Pension 

benefits are based on length of service, compensation and, in certain 
plans. Social Security or other benel ts. I undii c for rhevari . )ns 
is determined using various actuarial cost methods. The Company 
uses October 31 as the measurement date for determining pension 
plan assets and obligations. 

In addition to providing pension benefits, the Company pro¬ 
vides certain medical and life insurance benefits for ret in I e ip oy 
ees Employees may become eligible for medical benefits if they retire 
in accordance with the Company's established retirement policy and 

are continuously insured under the Com| Sny's grc.> ne< lie ns 

or other approved plans for 10 or more years immediately prior to 
retirement The Company shares the cost of the retiree medical ben¬ 
efits with retii es based on years of service. Genera : the Go 
share of these benefit costs will be capped at the Company contnbu 
tion calculated during the first year of retirement The Comp any’s 
i tret rei tent Iie h 1 t ans are not f 1 1 . C< i has the 

right to t lod fy or id rnf.nate these plans 
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The change in benefit obligation, change in plan assets, funded 
status and reconciliation to amounts recognized in the consolidated 
balar ce sheets are as fallows 


millions 

Pension Benefits 

p ostretirement 8e 

nefits 


2000 

1999 

2000 

1999 

Change bene? ic- 4ga:i ji - .: 





Beginning balance 

$2,830 

$2,872 

$ 934 $ 

1.180 

Bern >tits uocU 





during the period 

83 

95 

5 

b 

Interest cost 

216 

192 

58 

74 

Actuarial loss (gain) 

53 

( 16 ) 

59 

(205) 

Bene lit-. p,-i|. i 

(356) 

(337) 

( 9! 

' - 1 

Foreigi txcf ■ 

(10) 

22 

■;n 

2 

Plan amendments 

— 



) 

Other 

1 

2 

— 

— 


1 ■ ling balance 

S2.SU 

$2,830 

$ 896 

$ 934 

Change in plan assets at fair value 
Beginning balance 

$2,671 

$2,560 

$ — 

$ 

Actual return on plan assets 

434 

368 



C impany contributions 

47 

50 

15-7 

1 22 

Benefits paid 

(356) 

(337) 

0 59) 

(123) 

F neiqn exchange impact 

(14) 

28 

— 


Other 

; 

3 



Ending balance 

$2,789 

$ . ' 

$ 

S - 

Funded status of the plan: 

CO 

£J 

$ (159) 

S (896) 

$ (934) 

Unrecognized net loss (gam) 

203 

410 

(490) 

(5 78'' 

1 '■ , •'jnlc - Spun 

service benefit 

(17) 

(2V, 

(565) 

(668) 

Net amount recognized 

$ 158 

S 230 

$(1.95D 

$(2 ' 80) 

Amounts recognized in the 
balance sheet consist 

Prepaid benefit cost 

$ 171 

S 171 

$ — 

$ 

Accrued benefit liability 

(2161 

(244) 

(1.951) 

(2,180) 

Accumulated ofher 

comprehensive income 

203 

303 



Net amount recognized 

$ 158 

$ 230 

$(1,951) 

$(2,180) 


Weighted average assumptions are as follows. 



Pension Benefits 

Postretirement Benefits 


2000 

1999 

1998 

2000 

1999 

1998 

Discount rate 

825% 

8.00% 

7.25% 

. % 

;; OCT 

7.2.5% 

Return on plan assets 

9 50% 

9 SG% 

9 50% 

NA 

NA 

NA 

ft sti f ration 







increases 

4,00% 

4.00% 

4 00% 

NA 

NA 

NA 


The components of net periodic benefit cost are as follows - 


Pension Benefits Postretiremen) Benefits 


millions 

2000 

1999 

1998 

2000 

1999 

1998 

Components of net 







pi >dic 

Benefits earned 







during the period 

$ 83 

$ 95 

$ 78 

$ 5 

$ 5 

$ 7 

Interest cost 

216 

19? 

184 

58 

74 

84 

Expected • turn 







onp .'-i assets 

1716) 

(228) 

(220) 


— 


Amortizalioi > of 







unrecognized net 
prior service benefit 

(4) 

(3) 

(8) 

(102) 

(102) 

(103) 

Amortization of 







unrecognized 







■ an 

— 


(9) 




Recognized net loss (gain) 

42 

34 

4/ 

(2 

(23) 

(26) 

Other 

(5) 

(1) 

16 


■ 


Net : l ie f ost 

6 

$ 89 

S 88 

$ (68) 

$ (46) 



The promoted benefit obligation, accumulated benefit obliga 
tron and fair value of plan assets for the pension plans with accumu¬ 
lated benefit obligations in excess of plan assets were $2,197, $2,089 
and SI.873 million, respectively, at December 30, 2000, and $2,236, 
$2,110 and $1,866 million, respectively, at January 1, 2000 The provi¬ 
sions of SFAS No 87, ''Employers' Accounting for Pensions," require 
the recognition of a minimum pension liability for each defined bene 
fit plan for which the accumulated benefit obligation exceed 
assets. The minimum pension liability, net of tax, was $132 miili 
December 30, 2000 and $195 million at January !, 2000, and is 
included in Accumulated Other Comprehensive Inror 

For 2001 and beyond the weighted average health care cost 
trend rates used in measuring the postretirement benefit expense are 
b 0% for pre-65 retirees and 6.5% for pgst-65 retirees A one percent¬ 
age point change in the assumed health care cost trend rate would 
have the fo :>wing effects - 

One P:-?ntage t 'me Pen entai)c- 
niil'ions Poirit < n r,e Poirr LV.n 

Effect on total service 

rod interest cost - mponents $2 $ (1) 

' If' n nnstretiren-,.--",* 

ene i o •! jati n_ $16 $(14) 
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NOTE 13 - LEGAL PROCEEDINGS 

e Company bject to van* ' Igo 1 •• ■ . 

i . , • ■. il g '„ cidental to tl 

Otf "I " .itiec, i :■ • i ■ .jI' fe'jor .:'i ;i it un < 
i tory, pun ble damage claims y large 

< ■ • type: f col que 

matters are not presently determinable but, in the opinion of man 
agement of the Company after consulting with legal counsel, the ulti¬ 
mate liability in excess of reserves currently recorded is not expected 

■ . ? a mate . ffect in a .tits lerations,f.il 

p ■ ..iir-my ot • i teal iGun-es of the 1.117 

NOTE 14 - SUMMARY OF SEGMENT DATA 

As of December 30, 2000, the Company organized its I lUSine it to 
four domestic segments, which include the Company's operations in 

the United States and Puerto Rice.I one It temational segment 

The domestic segments are Retail, Services, Credit and Corporate 
There- were no changes in the composition of the Company' 

m nts durtni.■. 1 ' 1 " 1 ’ 20( )0 

The Retail segment primarily includes the operating ill if 
the Company's Full line Stores and Specialty Stores 

> Services segment includes the operating resuits of the 
Company's Home Services and Direct Response businesses Home 
Services includes extended warranty service contracts, product repair 
Services, major home improvement and other hom< 51 
r indude insurance, efubs and service member¬ 

ship-. ’ ; ••-. Lnly r v .i >-j- miri rnu b,r ii.Iiv •. 

The Credit segment manages the Company's portfolio of credit 
< teivables arising primarily from purchases of merchandise and 
servces bom domestic operations. 


e < porat jgment includes activities that are of an overall 
npany primarily consisting of administrative activ- 

.1 • ....at.ted t .. • _ 11 ... .... .... id 

s< • s online vi . Cornpany wet sites. 

be InternaUoi il •• u? - • vcludes t . er«t ms cot ml - ■ by 

!•• us Canaria Inc - 34 :■ x, owne . subsidiar , 

These businesses have been aggregate no t rr . 
reportable segments based on the management reporting structure 
and their similar economic characteristics, customers and distr f : n 
cl Is. No S luct o: set e a a signif 

p ; ( ipan c olidati reven ie 

r ' 1 , ■ 11.1 1 r. . • ■ 1 IA- in,' I .1 rr- .. ■ ,il r-r) |,,• n the 

applicable segments For zero percent financing promotions in which 
customers receive free financing. Retail reimburses Credit over the life 
of the financing period. The cost is reported as selling expense by 
Retail and an offsetting benefit is recognized by Credit 

The domestic segments participate in a centralized funding 
. I I ailo ted to tl Credi ; t 

,i L.no'ing reg... mments 1 g. 9 t 1 cH.t to • ;qt..:y •alio 
(ud I tf balan ' 1 1 • 

■ redit ceivabf Id tl gl : 

tjons Services is allocated interest income based on the after-tax cash 
flow it generates through the sale of service contracts The rerr amder 
of net domestic interest expense is reported in the Retail segment 
The Company's segments are evaluated on a pretax basis, and a 
: | >t calculal the individual 

g 5 1 he Company includes its deferred income taxes within the 

gi . . cc .,: itii: | p -•. f th< .. e its 

are substantially the same as those described in the Company’s sum- 
rnjry ! significant accounting policies footnote 
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millions 

Retail 

Service: 

Credi t 

Internationa 1 

Corporate 

>!id.iteci 

2000 

Revenue 

$29,743 

$2,790 

$ 4.114 

$4,282 

$ - 

$40,937 

Depreciation and amortization expense 

650 

61 

16 

60 

39 

826 

Interest revenue 

— 

60 

— 

— 

— 

60 

Interest expense 

94 

- 

1,101 

113 

— 

1,308 

Operating income (expense) 

689 

208 

1,522 

122 

(354) 

2,187 

Equity in net income of investees 

accounted for by the equity method 

9 



8 


17 

Noncomparable items - 

income (expense), pretax 

(150) 

(115) 




(265) 

Total assets 

10,567 

1,122 

19,726 

3,729 

1,755 

36,899 

Capita) expenditures 

676 

123 

9 

253 

23 

1,084 

1999 

Revenue 

$28,706 

$2,799 

$ 4,085 

$3,894 

$ — 

$39,484 

Depreciation and am mization expense 

659 

57 

14 

76 

42 

848 

Interest revenue 

— 

59 

— 

— 

— 

59 

Interest expense 

Ill 

— 

1,116 

100 

— 

1,327 

Ope ».*«••• i me >me (expense) 

841 

329 

1,347 

218 

(322) 

2,413 

Equity in net income of investees 

accounted for by the equity method 

(14) 

_ 


9 


(5) 

Noncomparable items - 

income (expense), pretax 

(25) 




(21) 

(46) 

Total assets 

10,180 

1.087 

20,622 

3,324 

1,791 

36,954 

Ca p itai expenditure^ 

711 

81 

39 

143 

59 

1 033 

1998 

Revenue 

$29,459 

$2,695 

$ 4,369 

$3,430 

$ — 

$39,953 

Depreciation and amortization expense 

671 

49 

13 

64 

33 

S30 

Interest revenue 

— 

59 

— 

— 

— 

59 

Interest expense 

133 

— 

1.244 

105 

— 

1,482 

Operating income (expense) 

382 

375 

1,144 

165 

(21 

1,855 

Equity in net income of investees 

accounted for by the equity method 

_ 

_ 

_ 

5 


5 

N'oricomparabie items - 

ir-ome (expense), pretax 

(352) 


58 


(37) 

(331) 

Total assets 

10,046 

943 

21,605 

2,816 

2 265 

37,675 

Capital expenditures 

934 

50 

18 

91 

119 

1,212 


H •! 'imp,! I.. • 20(0 

R-••••■•' in'l •.'ri.inji-s for : .,1.,|.J cl y ImaM ' 1 «'S 

; t > Impairment of investment ir) Sears Termite ana Pest < ■ »i 

Nen> or- ( m ,,l il,- n.. ,o I9<« ..- 

Retail: Sj. ■ ifil r:ha> i~s for MTB Store -.low l ano ;e olv.i lodwc .j:i, 

CTrporate' Corp- -.ire staff reductions 
Nr "" "i| I' !'• '*> 'if -I • w I' ■ 

Ret Imp neot loss lU isles O!-ill 

‘ ! t ' ■ . 1 . 0". luntin i 

. L..;.. o.:'J . 1 a\j tin ;L . ■/■■ujHjj. . • ... 

















Management's Report 


rf * financial statements, financial analyses and all other nfort . 
wem i ■repaired ! y management wl ich is resp •i.-t.iblf? t -i •.hew tnte jrity 

■ t ■ Manag.sni ae 5 ie fine taterr 1 . 

require the use of certain estimates and ud« eni rly id iccu 
rately reflect the financial position and operating results of Sears, 
! md Co \ " s lor rry n lai w ene ally 

.1 Dunting principles All firiancial informatit < . stent 

wii’i the hnanoj sraii m?nis 

Management maintains a system of internal controls that it 
!~ sves provii ?s n »sc blear irance that, mall material respects, 
assets are maintained and accounted for in -accordance with rnanage- 
mer uho 1 transa ons a trded a ... a 1 e y 

books and records. The concept of reasonable assurance is based on 
the premise th t tl • cost ot internal controls should not exceed the 
benefits derived To assure the effectiveness of the internal control 
sy te , ti • structure provides for defined lines of 

responsibility and delegation of authority The Company's formalty 
tat id < immumcated policies demand of employees high < 
standards in their conduct ot its business. These policies address, 
among other things, potential conflicts of interest; compliance with all 
domestic and foreign laws, including those related to fit ancial : 
sure; and the confidentiality of proprietary information As a further 
enhancemei t of the above, the Company’s comprehensive nt 
audit program is designed for continual evaluation of the adequacy 
and effectiveness of its internal controls and measures adherence to 
established policies and procedures. 

Deloitte & Touche LLP. independent certified public account¬ 
ants, have audited the financial statements of the Company, and their 
report is presented below Thi lud 1 ndevai 

nation of the Company’s control’ environment, accounting systems 

Independent Auditors' Report 

To the Shareholders and Board of Directors Sears R md C 

Wet -. ; - Li' d ll 1 impauy nj C ’ olid •!■ -It ' Sheets * 

tbuck and Co as of December 30, 2000 and January 1, 2000, 
and the related Consolidated Statements of Income Shareholders' 
Equity, and Cash Flows tor each of the three years m the period ended 
December 30, 2000 These financial statements are the responsibility 
of the Company's management Our responsibility is to express an 
i{ i n on these financial statements based on our audits. 

jr audits in accordance with auditing standards 
generally accepted in the United States of America Those standards 
that we pi I perfo r m the aud \ c : n 
assurance about whether the financial statements are free of material 
misstatement An auoit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the final i 1 net > 
An audit also includes assessing the accounting pm 1 • 1 an . 


and control procedures to the extent y :• 1 ■ lude d 

..al s. . ly . /'s finan positii 

and results of operations The independent accountants and internal 
auditors advise management of the results of their audits, and make 
-ecommendations to improve the system o' internal controls. 
Management evaluates t audit 
priate action. 

The Audit Committee of the Board of Directors is comprised 
entirely of directors who are not employees of the Company The 
i , t \ 1 • I 1 ntrol ' 

reports and related matters and meets regularly will 1 the Comp 
1 gi dil ■' in iependent accountants The 

endent accountants and the internal auditors advise the com- 
gnifii t matters resulting from their audits and have 
thi committee without management being present. 


Alan j. Lacy 

Chairman and Chief Executive Officer 

Jeffrey N. Boyer 

Senior Vice President and Chief Financial Offii er 



Glenn R Richter 

Vice President and Controller 


significant estimates made by man g net • I at e\ ati the 
ow 1 i : * ta 1 si ten '■ iti ti W> I ..... thi t 0 ir . ts 
p'OVide a reasonable basis tor our opm- >n, 

In ©ur opinion, such consolidated financial statements present 
fairly, in all material respects, the financial position of Seais, RoeDuck 
and Co. as of December 30, 2000 and January 1,2000, and the results 
of its operations and its, cash flows for each of the three y< 
period ended December 30, 2000, in conformity with accounting prin¬ 
ciples generally accepted in the United States of America. 

1 <L C f 

Deloitte & Touche LLP 
Chicago, Illinois 
February \2. 2001 




Five-Year Summary of Consolidated Financial Data 


mil lions, except per common share and shareholder data 

2000 

1999 

1998 

1997 

1996 

OPERATING RESULTS 

Revenues 

$40,937 

$39,484 

$39,953 

$39,837 

$36,662 

Costs jnd expenses 

38,750 

37,071 

38,098 

37,843 

34,579 

Operating income 

2,187 

2,413 

1,855 

1,994 

2,083 

Other income, net 

36 

6 

28 

144 

30 

Income before income taxes, minority interest 
and extraordinary items 

2,223 

2.419 

".883 

2,'38 

2,113 

Income taxes 

831 

904 

766 

9" 2 

834 

rc ie in- n continuing oper moor. 

1.343 

1,453 

1,072 

1,188 

1,271 

Extraordinary loss 

— 

— 

24 

— 

— 

Net income 

1,343 

1,453 

1.048 

1,188 

1,271 

FINANCIAL POSITION 

Retained interest in transferred credit card receivables 

$ 3.105 

$ 3,211 

$ 4,349 

$ 3 376 

$ 2,260 

Credit c, rd receivables, n ;t 

7.317 

18,033 

17.972 

19,843 

19.303 

Merchandise inventories 

5,618 

5.069 

4,816 

5,044 

A. 646 

Property and equipment, net 

6,653 

6,450 

6.380 

6.414 

5.878 

Total assets 

36,899 

36,954 

37,675 

38,700 

36 167 

Si'n ift-'.-nn bciowrig? 

4,280 

2.989 

4,624 

5,208 

3,533 

Long-term debt 

13,580 

15.049 

1 5,045 

15,632 

14.907 

Total debt 

' 7.86C 

18,035 

19,669 

20,840 

18.440 

Percent of debt to equity 

264% 

264% 

324% 

356% 

373% 

Shareholders' equity 

$ 6.769 

$ 6,839 

$ 6,066 

S 5,862 

S 4 945 

SHAREHOLDERS' COMMON SHARE INVESTMENT 

book value per common share 

% 20.31 

$ 18.53 

$ 5.82 

$ 15.00 


Shareholders 

209,101 

220,749 

233 594 

235,336 

243.986 

Average common and equivalent share's outstanding 

346 

381 

392 

398 

399 

Earnings per common share diluted 

Income from continuing operations 

$ 3 88 

$ 3.81 

$ 2.74 

$ 2.99 

$ 312 

Extraordinary loss 

— 

— 

06 

— 

— 

Net income 

$ 3.88 

S 3.81 

$ 2.68 

$ 2 99 

fi 3 1 

Cash dividends dec! 11 ed per" common share 

S 0 92 

$ 0 92 

$ 0 92 

S 092 

$ 0.92 

Cadi dividend payout percent 

23.7% 

24.1% 

34.3% 

30 8% 

29,5% 

Market price - per common share (high-low) 

43 50-25 25 

537,-26 / 

65-39a- 

657-38/ 

53/—38/ 

Closing market price at December 31 

34 75 

307 

42/ 

45/ 

46 

Pricefearnings ratio (high low) 

11-7 

14-7 

24-15 

22-13 

17-12 

G i pi itio • 1 • l ■ irrunl y >nt lion 

.. ' , •'1 •• Mi-.- i'IOI- i l-Cvncl I i'j'-.-.in. 1 Uu 


















Quarterly Results ^unaudited 



Fust 


Sit. ■ 

O' I’tn 

Third 



Ii Jl|.,/T|' l 


’ 

. 1. ' 1 - ' 

2000 

1999 

2000 

1999 

2000 

1999 

2000 

1999 

2000 

1999 

Revenues, 

' c: 

S6 6-'/' 

F 19- 045 

S9 60? 

593 

$9 168 

$12,374 

$12,088 

• 93 

$39,484 

Qperawvi ir-.. i»ne 

380 

2/i 5 

623 

564 

443 

383 

741 

1,221 

2,187 

2,413 

Ne* mcome 

235 

146 

388 

331 

278 

236 

44? 

740 

1 343 

1,453 

Earnmgs per common share - diluted 

0 6. 

0 38 

1 1 

0.86 

0.81 

0 6? 

1 32 

1 98 

3 88 

•i 81 

i ■■ >a 'ii 











Opoiat ng ::m 'me 

o 

cc 

r*“. 

245 

623 

564 

443 

429 

1 .006 

1,221 


2,459 

Net income 

?35 

146 

388 

33) 

278 

?65 

639 

740 

1.540 

1.482 

Earnings pe- common share - diluted 

0 65 

0 38 

1 1; 

0.86 

0 81 

0.69 

1 91 

1 98 

- 4 

3 89 
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Common Stock Market information and Dividend Highlights i • • 


• d in 3u - Fourth Quarter 


.!< .firrs 

2000 

1999 

2000 

1999 

2000 

1999 

2000 

1999 

2000 

1999 

Stock pr :?i .•> 











High 

34 44 

47/ 

43.50 

53/ 

38 13 

4 7/ 

in 75 

35/ 

43 50 

53/ 

Low 

25.?; > 

39/ 

29 13 

41/ 

29 44 

29, 

27 75 

26 ? 

35 25 

26/ 

Close 

30 63 

44 ' 

52 6,3 

4/ /. 

32 42 

32/ 

34 75 

30/ 

Id ,5 

30/ 

Cash divioenus declared 

0 23 

0 23 

0.23 

0,23 

0.23 

0.23 

0 23 

0 23 

0 92 

0.92 


• j 1 • f i ' ■ ■ 1 1 ■ • : ' 

, : Ill : : 

i . i . i. ' ■ ■ • • i- • 

1 J, 'I ...! , LI ‘ 1 , 1 I I.- * ' 1 , ''I. 















Executive Officers 


ALAN J. i.ACY 

47, chairman of the board since December 2000. President and chief 
executive officer since October 2000, president, Services, from 1999 
to October 2000, president, Sears Credit 1997-1999 (additionaliy 
chief financial officer, 1998-1999); executive vice president and chief 
financial officer, 1995-1997 and senior vice president of Finance, 
1994-1995 of the former Merchandise Group Sears director since 
2000. 1977 Emory University; B.S., 1975, Georgia Institute 

of Technology. 

JEFFREY N BOYER 

42, senior vice president and chief financial officer since 2000. 
Chief financial officer 1999 2000, vice president and controller 1998- 
1999, vice president, Finance-Fuff-fine Stores, 1996-1998 The 
Pillsbury, Co - vice president, Business Development, 1995-1996. 
Kraft General Foods - vice president of Finance-General Foods, 

1994- 1995. B.S , 1980, University of Illinois; C P.A., 1980, Illinois. 

JAMES R. CLIFFORD 

55, president and chief operating officer, Full-line Stores, since 1998 
Sears Canada. Inc. - president and chief operating officer, 1996-1998; 
senior vice president and chief financial officer, 1993-1996. M.B A , 
1971, Seattle University, B B.A., 1968, Cleveland State. 

MARY E. CONWAY 

52, president. Stores; since 1999. President, Full-line Ston 
1999. senior vice president, N utheast Region 1998-1999; 
region general manager 1992 1998 1982, Beaver College. 1980, 
Sv. Joseph Univ&rs -y. 

E. RONALD CULP 

53, senior vice president, Public delations and Government Affairs 
since 1999. Vise president. Public Relations and Communications, 

1995- 1999; divisional vice president, Public Affairs, 1993-1995. 
Sara Lee Corporation - executive director. Corporate Relations, 
1985-1993' 6 S., 1970, Indiana State University 

LYLE G HEIDEMANN 

55, president, Hardliner since 1999. Senior vice president, 
AppUances/Electro’nics, 1998-1999, vice president Appliances/ 
Electronics, 1997-1998, vice president, general merchandise 
manager-Home Appliances, 1996-1997; divisional vice president 
Lawn and Garden/Sporting Goods, 1992-1996, B.S., 1967, Northern 
Ifhnois- University. 

KEVIN T KELEGHAN 

43, president. Credit Services since November 2000. Vice president, 
Credit. Card Products since 1999-2000, vice president. Risk 
Management, 1996-1999. GE Capital -- senior vice president. Risk 
Management and Marketing, 1996. AT&T Universal Card Services - 
Senior vice president, Risk Management and Operations,- 1990-1995. 
M.B A, 1981, Hofctra. University, B.S-1979, State University of New York. 


ANASTASIA D. KELLY 

51, executive vice president and general counsel since 1999. Executive 
vice president, general counsel and secretary, March 1999 to 
September 1999 Fannie Mae - senior vice president, general counsel 
and secretary. 1996-1999. senior vice president and general counsel, 
1996 and senior vice president, deputy general counsel, 1995-1996. 
Partner, Wifmer, Cutler & Pickering, 1990-1995. J.D., 1981, George 
Washington University National Law Center; BA, 1971, Trinity College. 

GREG A. LEE 

51, senior vice president, Human Resources since January 2001. 
Whirlpool C | ioi tion - senior vice president, Human Resources, 
1998-2000. St. Paul Companies - senior vice president. Human 
Resources, 1992-1998. B.S., 1971, Southern Illinois University 

GERALD N. MILLER 

53, senior vice president and chief information officer s.nce 1998 
Vice president of Logistics Information Systems, 1995-1998; senior 
systems, director 1994-1995 Bergen Brunswig Corporation - vice 
president of Information Technology, 1987-1994 B.S., Finance, 1970, 
Long Beach State. 

WILLIAM G. PAGONIS 

S9, executive vice president, Logistics since 1994. Senior vice presi 
d . Logistics, 1993-1994. Retired Lieutenant General, U S. Army. 
MBA. 1970, and B S , 1964, Pennsylvania State University 

DAVID W SELBY 

44, senior vice president. Marketing since January 2001 Senior vice 
president. Retail Marketing, 1998-2001; vce president, Marketing 
Services, 1997-1998 Leo Burnett Company - senior vice president, 
account director, 1993-1997. MM, 1985, Northwestern University, 
Kellogg Graduate School of Management; B.A., 1978, Amherst College. 

MICHAEL J. TOWER 

42. senior vice president. Strategy since Febfuary 2001. President, 
Home Improvement Services, 2000-2001, president, Home Improve¬ 
ment Products 1999-2000; vice president. Home Improvement 
Services, 1998-1999; vice president, Corporate Strategy, 1997-1998. 
AT. Kearney - partner and vice president, 1994-1997; principal, 
1991-1994. M M , 1987, Northwestern University, Keiiogg Graduate 
School of Management; B B A., 1981, University of Notre Dame. 

Sears Canada 

MARK A. COHEN 

53, chairman and chief executive olficer, Sears Canada s '.-.e January 
2001 President, Softlines and chief marketing officer, 1999-2001, 
executive vice president, Marketing. 1999, senior vice president, 
1998-1999 Srad'iees - chairman and chief executive officer, 1994-1997. 
Lararus - chairman and chief executive officer, 1989 1994 M.B.A., 
1971 and B.S 1969, Engineering, Columbia University. 






Board of Directors 


ALAN J. LACY r* 

47 .ii / the i'oarr.' since Du- ■ : • m?(J00, msid-mt and d> 

executive officer since Qctobi 2CK ), iresident, Servi es.frc i. 1999 
to October 2000; president, Sears Credit 1997-1999 (additionally 
i linaari . fRoar from 1998 to 1999!, e« uti> ,i :■ -mi 

chief financial officer from 1995 to 1997 and senior vice preside f 
Finance from 1994 to 1995 of the former Merchar dir eGrouf Si s 
director since TOGO. 

HALL ADAMS, JR, M 

67 cha/tmai ' <ecuiive officer of Leo Burnett Company, 

fn froi IVb/ c of hi" retirement ii 1992 Director, Moody's 
Corporation and McDonald's Corporation. Sears director since 1993 

BRENDA C. SARNF.S f 

47, interim president, Starwood Hotels and Resorts from November 
1999 to March 2000; former president and chief executive officer of 
PepsiCola North America from 1996 to 1998, chief operating officer 
of PepsiCola North America, 1994 1996. Director, Avon Products ire 
Lucas Digital Ltd. and Lucas Arts Entertainment Company, The New 
York Times Company and TyCom. Ltd. Seats director since 1997 

WARREN L. BATTS 1' ’ •> 

68, chairman and chief executive officer of Tupperwate Corporation 
from 1996 to 1997, chairman of Premark International. Inc. from 
1996 to 1997, chairman and chief executive officer of Premark 
Internationa), Inc. from 1986 to 199< Director, The Allstate 
Corporation, Cooper Industries, Inc and Sprint Corporation 
Seans dtrseter since ’986 

JAMES R CANTALUP0 2 

57, vice chairman ancf president of McDonald's Corporation since 
chairman and chief executive off it • McDoi Id's 
international from 1998 to 1999, president and cl fester itive .1:... 
of McDonalds Internationa I from 5991 to 1998 Director, McDonald's 

Co ora on, Rohm . .. Ha is.. Chica jo Counci I 1 jn g - 

Relations and the kAid-Americ.a Committee. Sears direr tor sin< i 2 50 


W JAMES FARRELL * n 

68. chairman and chief executive fr •• inois Tool W I s, Inc. 

nee 1996; chief executive officer, 1995; executive Vice p/e nt 
from 1983 to 1994 Director, Illinois Tool Works. Inc . ihe Allstate 
Corporation, The Federal Reserve Bank of Chicago and The Quaker 
Oats Company Sears director since 1999. 

MICHAEL A. MILES - 

61, chairman and chief executive officer of Philip Morris Companies 
Inc from 1991 to 1994 Director, The Allstate Corporation, AMR 

Corporation, AOL Tune Warner, Community Health Syst.s,. 

Dell Computer Corporation, Exult, inc . The Interpublic roup of 
Companies and Morgan Stanley, Dean Witter & Co Sears director 
since 1992 

HUGH B PRICE ’ 

: president and chief executive officet of the National Urban 
League since 1994, vice president of Rockefeller Foundaticrt fron 
1988 to 1994 Director, Educational Testing Service, Mayo Ciir ic 
Foundation.. Metropolitan Life Insurance Company and Verizon 
Communications Inc. Sears directot since 1997. 

DOROTHY A. TERRELL .? 

55, president, services group and senior vice president, worldwide 
sales of Natural Microsystems Corporation since 1998, president 
of Sun Express, tnr. and corporate executive officer o! Sun 
Microsystems, Inc from 1991 to 1997. Director, General Mills. Ine and 
Herman Miller, inc 3 • is d rector since 1995 
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Company Information 


HEADQUARTERS 

Sears, Roebuck and Co. 

3333 Bevei iy Road 
Hoffman Estates, Illinois 60T79 
847.286 2500 

ANNUAL MEETING 
The Annual Meeting of Shareholders 
of Sears, Roebuck and Co. will be held 
at the company's headquarters at 
3333 Beverly Road, Hoffman Estates, 
Illinois, on May 10. 2001 at 10 00 a.m. 

INVESTOR INFORMATION 
Financial analysts and investment 
p, f ,......... ... ,i i direct inquiries to 

Investor Relations 847.286.7385- 

sears DIRECT PURCHASE 
STOCK PLAN INFORMATION 

Prospective sbatehoU Jers and 
shareholders whose shares are 
heid by a broker or bank, should 
calf 1888-SEARS 88 0 888 732 7788}. 

CUSTOMER RELATIONS 
1.800.549.4505 

HOME page 

This annual report and other fin-jnctai 
information can be found online at: 
Www.sears.com 


financial/shareholder 

INFORMATION 

You may c II Sears toll-free at 
1.800.SEARS.80 (1 800.732.7/80) 
for any of the following: 

■ Most recent stock price information 

■ Copies of the comoany's financial reports 

■ Audiocassette tape of the 2000 
Annual Report, for the vi i y impaired 

■ Form 10 K Annual Report filed with the 
Secunties and Exchan. ;p Commission 

■ Transfer agent/shareholder records 
For information or assistance regarding 
individual stock records, investment 
plan accounts, dividend checks or stock 
certificates, please call the toll-free 
number above, or write our registrar 
Sears, Roebuck and Cu 

9b First Chicago Trust Co of New York 
a division of EquiSen/e 
P.O. Bo* 2552 

Jersey City, New Jersey 07303-2552 

Fust Ch.i ag ? web sue. 
http://wiww.equ 1 serve corn 
E-mail address: 
equiserveC<$eq uiserve co m 
TDD for hearing impaired: 

201 222.4955 


Please use the following address 
for items sent by courier: 

First Chicago Trust Co. of New York 

a division of EquiServe 

14 Wail Street 

Mail Suite 4505, 8th Floor 

New York, New York 10(5)5 

For items delivered in person: 

STARS, Inc. 

100 William St., Galleria 
New Yo'k, New Yoi k !Q038 

T • . " n fWs 

appearing in this 2000 Annua/ Report are the 
v party of Sears R^ebi. I anri C 

Ap'islroph“ r. 6:.'. v Me". Circle *8ea ■ 

Craftsn <; i i Fi • 

: :: • 

1 NaLo i Tire8 San r* i hard 
uf • •' . Card ", Sears Hardv 

terCar ! d Life Afii » 

Sears Premier Card" 1 searscom TKS Basies®. 
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Destination: Sears 


$25 off 


To thank you, our valued shareholder, take $25 off any regular or 
sale priced home appliance or electronics purchase of $250 or 
more, (.see back for details; 


0 % 

financing 


Destination: Sears 

To thank you, our valued shareholder, get 0% finance charge for one 
full year on an installed Trane' and Kenmore' high efficiency cen¬ 
tral heating or cooling system when you use your Sears card. Call 
1-800-4-MY-HQME* tor a free in-home estimate from a Sears heat¬ 
ing and cooling expert. Not valid in Puerto Rico. ;see back for dctailu 


$5 off 


Destination: Sears 

To thank you, our valued shareholder, take $5 off any regular, 
sale or clearance priced purchase when you use your Sears card. 

(SEE BACK FOR DETAILS) 


Destination: Sears 


10 % off 


To thank you, our valued shareholder, take 10% off the regular, 
sale or clearance price of any clothing, accessory, shoe or home 
fashions purchase. 6 v.> orosia 




COUPON GOOD THROUGH NOVEMBER 30, 2001. 

wS regular and safe prices apply I nly Not valid on outlet State purchases. catalog orders. sears, com; 

Ewcepttunal Values, Bose; Maytag Neptune and Gemini; and m&vtterrance agreements Void if copied or transfotred Bl 
/WOhibitcd t:ii few, Any ocher use CoOStltUtas fraud Not vahd with other coupons or offers One coupon per purchase Cash value 
1/20 cenv C 2C01 Sears, Roebuck and Co- Satisfd<i>oo Guaranteed or Your Money Back Sales Associate* ,) unable to scan, nngas 
miscellaneous reduction Please collect this coupon 



COUPON GOOD THROUGH. NOVEMBER 30, 2007 

Present this coupon at ome of purchase and receive 0% financing for one full year or -elected l 3-18 SEER centtal coolii vj /stems j : 
90% effiovncy central heating, system >%. Aruxuo.l Percentage Rate (APR) on 5i<?ars card-" up to 25 99%. Kates may vary Minimum monthly 
finance charge up ro $1, if any finance rharge is cfuev Reyulat credit ic-'-a jppfy after the 0% period 0% not applicable to existing ta»l 
ances. Seo", :ard accounts are is&ued by Sears Natior al Bank, or Sear^. Roebuck de Puerto Rico Inc Not valid with any other coupons 
Or offer. One coupon per tvanwcliQn hid where prohibited or • f copied. Cash value 1/20 cent 02001 Sears. Roebuck and Co 
Satisfaction Guaranteed or Your Mono. Back. The following Hcenses are hold by o' on i -ohalt o* Seam AK (Gar* Contr - Exc. Res. 
#675). AP #145708); AZ (Res. HVAC #13509 C-39R); CAfHVAC 0O254S5 C-20V, CT (HVAC *308530); FI (HVAC #CAC057299). 
GA (HVAC REG. CR-108134). HI (Cfew-ffed Spec. #C-4285 C-68LA) KY (HVAC #M03912). LAfMech /Spec. Contract #5576). MO (MHIC 
#32117, James Myrick. HVAC #3942); NV (Plum. A Heating #0005543 C-1), Rockland County, NY Uensed subcoot meto^. OR (Gen. 
Comr #0001051). TX (HVACUc Nos STACI.B016247E. 019160E. 009563C. 009584E. 002235C, OOT26&L. 0097S5E. 013522C); VA (Gen 
Confr #2705 0472021; WA (GervContr #5EARSR-372NT1; VW (Gen. Bldg Spec #WVO06529) Service performed by Sears associates 
Installot.on performed by Searo-authon/ed licensed subcantractort;, additional 5C3'S license information available upon request 
Service no; .-w**lahln in all »nvs 


COUPON GOOD THROUGH NOVEMBER 30, 2007. 

Savings off regular, sate and clearance prices apply to mordwidm* only and apply to all Sears credit products except preferred 
MuvtprO'd by S«?ir? 'Not: - ,r, on outlet store .gun bases catalog order .us com, Fxcept.on.jl Values. 8c ■ Maytag Gemini 
• "d Nepti/ e. hearing aids, cosrnetir*.. fragrances, installed home improvements and m&inten.vme agreements. Homelifc Furniture. 
BF Goo dm t AT/KO tiros. Automotive Services. Calphnlon. J.A H&nckds; Stearns & Foster; 5e«Y Pnsturpedic Crown Jewel mat 
frrsw Optical Exam Fees. Lcpnsed Businesses Not valid with other coupons-or offers One coupon per purchase Cash value 
1/70 cent Void i f copied or transferred and where prohibited by law Any other use constitutes fraud Sates Associate f unable to 
sea-'. ring a.s, cniscellaraous reduction Please collect this coupon ’&2O01 Sears, Roebuck and Co Satisfaction Guaranteed or Your 
Money Sack Sears card accounts are issued by Seo's National Bant or Scars, Roebuck de Puerto Rico !rc 

Don 't v.*t-o i- Sears card? Apply in-otore with Rapid Choice / or onf'Kv?. seacs. eom 



COUPON GOOD THROUGH NOVEMBER 30, 2001 

Savings apply to merchandise only Not valid on rjuf/ui utcre purchiii e >- orders; ij3ars.com; Exceptional Valuer,; ro:<r 
F'f.qrances. Calc*i-a'onr J.A. Mewkefs: Stearns & Ft: < : . Seafy Posu#p* . Crown Jewel«v*TVesse*. Vb.d ,1 c<*— ? 

and where fr>"' r jtecfby taw. Any other use ccr>*tfo{te&h9 fd ; valibwib ovv * coupons or otters. On. > poop purch, 
Cosh value V20 c\- : />2O0l Sears. RopT :> . id Co. Satisfaction Guaranteed or Your Money Back, Safe 1 , A--, utiate ■ un*h. 
sczai, t vtwj as ms-iceUanfloi js reduction. PC . so c llect this coupon. 
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SEARS 

SEARS, ROEBUCK AND CO 

3323 BEVERLY ROAD 

HOFFMAN ESTATES. ILLINOIS 60179 


www sears.com 





